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> technology driven 


globally connected 


moeused On performance 


This year, as we surpassed $1 billion 
in sales, our market share claim in 
the automotive powertrain systems 
and modules sector was still only 1%. 


The way we see it, that’s an excellent start. 


> technology driven 


Manufacturing highly engineered systems and modules for engines, 
transmissions and fuel systems, Tesma is dedicated to achieving 
industry leadership in its products and processes, through its focus 


on technology and R & D. 


> si obally connected 


As the world automotive manufacturing community consolidates, Tesma 
is ideally positioned to leverage the vaiue of its existing relationships and 
to expand associations with the remaining OEMs and their affiliated 


partners in emerging markets. 


= 1006Used on performance 


With the high standards we apply to the manufacture of our products, 


the Tesma name has become synonymous with performance. 
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Company Profile 


ENGINE 
TECHNOLOGIES 


TRANSMISSION 
TECHNOLOGIES 


FUEL 
TECHNOLOGIES 


SALES 


OPERATING INCOME 


FIXED ASSETS 


FACILITIES 


EMPLOYEES 


Secured production contract for our first Integrated Front 
Cover Module (HFV6 Front Cover) 


Launched Alternator Decoupler business in both the 
European and North American markets 


Successfully established an engine technologies engineering 
and project management group, to provide full service supplier 
capabilities for Front Covers and Water Pumps 


Formalized a lead engineering team to focus on Torque 
Converters, Continuously Variable Transmission (CVT) 
applications and Clutch Pack Assemblies 


Continued to expand manufacturing capabilities to include 
precision-heavy stamping, die-spline rolling and aluminum 
die-casting, machining or flow-forming of transmission products 


Tesma International Inc. (Tesma or the Company) has been 
awarded very complex components for new CVT programs and 
has been very active in providing engineering support to overall 


systems development 


Developed diverse process capabilities, including plastic 
welding, automated assembly, steel tube bending and end- 


forming, hydroforming and stainless steel plasma welding 


Established strong engineering capabilities in the fuel 
system product area, including complete in-house support for 
Ideas-C3P, Unigraphics, Catia, CADKEY and AutoCAD design 


requirements 
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Front End Accessory Drives 
Front Cover Modules 

Engine Oil Pumps 

Water Pumps 

Cooling Management Systems 


Overrunning Alternator 
Decouplers 


Cam Covers 


Torque Converter Damper 


Assemblies 
Oil Pump Assemblies 
Flow-Formed Clutch Housings 


Die—Formed Oil Pan 
Assemblies 


Aluminum Die Cast & 


Machined Case Extensions 


Servo Piston & Accumulator 


Assemblies 


Fuel Caps 
Fuel Filler Inlets 
Capless Filler Systems 


Stainless Steel Fuel 


Filler Pipes 
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Engine 


Transmission 


Fuel 


Camshaft Phasers 
Engine Oil Pan Assemblies 


Accessory & Timing Drive 
Tensioners 


Pulleys 


Engine Balance Shaft 
Assemblies 


Drive Shaft Assemblies 


Cam Die—Formed 
Transmission Shells 


Roll Die—Formed Drive Hubs 
& Housings 


Fineblanked Plates, Separator 
Plates & Backing Plates 


Transmission & Transfer 


Case Gears 
Flexplates 


Reaction Shells 


Stainless Steel Fuel 
Tank Assemblies 


Vent Tubes 


Fuel Filler Tubes 


NORTH AMERICA 


General Motors 
Ford 
Volkswagen 
DaimlerChrysler 
Honda 


Toyota 


General Motors 
Ford 
DaimlerChrysler 
Allison Transmission 


ZF (Tier 1 automotive and 
CVT supplier) 


Mazda 


General Motors 
Ford 
DaimlerChrysler 
Volkswagen 
BMW 

Audi 

Volvo 


Fiat 


EUROPE 


Engine 
Transmission 


Fuel 


Expand Water and Oil Pump business in the North American, 
European and Asia-Pacific markets 


Continue to increase Front Cover Module applications with 
Original Equipment Manufacturers (OEMs) in North America and 


Europe 


Develop and introduce new engine technologies’ products to the 
marketplace: Balance Shafts, Alternator Decouplers, Camshaft 
Phasers, Complete Air Conditioning Clutch Systems, Variable 
Flow Water Pumps, Belt Driven Starter Generator Systems 


Expand aluminum die-casting and machining of transmission products 
Establish gear manufacturing to support internal and external programs 


Pursue complete Torque Converter Assembly programs, including 


high tonnage stamping 


Continue to expand and develop engineering capabilities to support 


transmission systems testing, design and build programs 


Pursue opportunities to apply flow-forming technology to Aluminum 
Housings within transmissions 


Develop Stainless Steel Fuel Tank systems 


Continue to develop Stainless Steel Filler Pipe programs for 
various North American and European OEMs 


Expand Tesma's fuel system development and testing capabilities 
to include Fuel Fill and Permeation Testing in both Europe and 
North America 


Pursue growth opportunities in Coolant Management Systems, 
including Thermostat Housings, Coolant Crossovers and Outlets, 
for European, North American and Asian OEMs 


ASIA / SOUTH AMERICA 


Engine 


- Transmission 
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> 


fecnnology driven 


Manufacturing highly engineered systems and modules for engines, 


transmissions and fuel systems, Tesma is dedicated to achieving 


industry leadership in its products and processes, through its focus 


on technology and R & D. 


globally 


connected 


As the world automotive manufacturing community consolidates, Tesma 


is ideally positioned to leverage the value of its existing relationships and 


to expand associations with the remaining OEMs and their affiliated 


partners in emerging markets. 


focused 


performance 


With the high standards we apply to the manufacture of our products, 


the Tesma name has become synonymous with performance. 


Contents 


Company Profile 
Message to Shareholders 
The Year in Review 
Technology Driven 
Globally Connected 


Focused on Performance 


Management's Discussion 


& Analysis 


Management's Responsibility for 
Financial Reporting 


Auditors’ Report 
Consolidated Financial Statements 


Notes to Consolidated 
Financial Statements 


Shareholder Information 
Directors and Officers 


Corporate Information 


Tesma International Inc. AR 2000 2 


Message to ‘Share fh o parca 


Manfred Ginal, 


Tesma’s superior performance is the result of our ability to 
maximize the benefit of our human capital, our partnerships 


and our operational expertise. 


Another Record Year for Tesma International Inc. 
Tesma celebrated the new millennium by reaching a major milestone. We achieved our target of annual 
sales in excess of $1 billion in just five years. Impressive growth since going public in 1995 positions 


us to build on our accomplishments and enables us to focus on our plans to reach the second billion 


dollars in revenue. 

We could not have reached this milestone and set other earnings and earnings per share 
(EPS) records without our human capital. We applaud and thank each Tesma employee for his or her 
hard work and dedication. We have made, and will continue to make, development of our people a 
top priority because their expertise and commitment ensure sustained, profitable growth. Employees 
will continue to be challenged and rewarded for improvements in the quality and efficiency of their 
respective roles. 

Our successful growth has required organizational development. In the past year, we fine- 
tuned and reinforced our leadership strategy for powertrain systems applications by introducing a 
Group Management structure for each of our three focus areas: 


> Engine Technologies 
> Transmission Technologies 


> Fuel Technologies 
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Each Technologies’ Group will operate a state-of-the-art lead factory with the latest 
engineering and testing technology. Each will have the capability to assemble the components 
produced by their respective divisions into complete systems and modules for delivery to customers. 
This is another step in a focused strategy initiated when Tesma became a public company. This strategy 
has been precisely followed and is now producing benefits for Tesma and its shareholders. 

Much of Tesma’s success can be attributed to its unique corporate culture and operating 
philosophy that includes decentralized facilities, a Corporate Constitution and the Employee's Charter. 
However, in pursuit of excellence, Tesma has gone one step further. We’ve established a distinctive set 


of operating principles which we refer to as: 


THE TESMA WAyY 

> Unsurpassed Quality > Growth through Training & Education 

> Clean and Lean > Innovation Perfected through Engineering 
> Health, Safety & Environmentally Proactive > Outperform the Competition 

> Creativity Unleashed > Profitability Beyond Expectations 


> Motivated Human Capital > Have Fun Along the Way 


Following The Tesma Way will optimize our capability to deliver superior customer 
satisfaction, job security, financial returns and shareholder value. 

Our leadership in technology, globalization and performance over the past five years has 
fueled our success today. We're committed to improving, evolving and positioning ourselves for 
growth through further development in these areas. 

In closing, on behalf of management and our board of directors, I would like to thank you, 
the shareholder, for your support of management. I also want to thank each Tesma employee again for 


his or her outstanding contribution to Tesma’s best year yet. 
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The Year in Review 


Anthony E. Dobranowski, | : 


Tesma'’s continued commitment to maximizing return on existing 
relationships, developing new opportunities and creating efficiencies 
internally has lead us to another successful year. The message 
is consistent and clear - Tesma management and Tesma people 


build Tesma value. 


High Expectations and High Standards Result in High Performance 


Tesma entered fiscal 2000 with high expectations. Our target was to surpass $1 billion in revenue, 
dependent on the successful launch of significant new business. Our customers continued to demand 
pricing concessions, more engineering, development and testing activities and the introduction of new 


/ products. Our investors anticipated significant growth in sales and profitability, together with 


improved stock performance. 


Tesma Meets Challenges and Exceeds Expectations 

Our planning over the previous four years and our focus on business fundamentals had prepared us 
for these challenges. We exceeded our sales target with $1.13 billion in revenue. While high 
automotive production contributed to the performance, the bulk of our growth was the result of the 


successful launch of over $200 million of new programs in 2000. We answered our customers’ 
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demands by becoming more competitive, more responsive and more innovative. Our outstanding 
performance was acknowledged by OEMs, and during the year we were awarded over $350 million 
in new business. At the same time, we improved our gross margin, operating income and earnings per 
share. Tesma’s stock price improved by 36% and closed the year at S2%.o): 

Some challenges remain. We're still reorganizing some plants to meet our high standards 
and performance criteria. We continue to focus on new business, as well as dealing with the economics 
and logistics of setting up facilities in new markets like South America. However, the biggest challenge 


is one over which we have limited influence. 


Tesma’s Stock Price Does Not Reflect Our Accomplishments 

Despite the 36% improvement in our stock price, we are still trading at a P/E multiple which is 
currently about average for the Canadian auto parts sector. While there are many valid reasons why 
investments are generally down in this sector, these simply do not apply to Tesma. The result? Our 
superior performance is not reflected in our stock price. We have one of the strongest balance sheets 
in the industry with no debt on a net basis, and so will not be burdened by high interest costs in the 
event of a downturn. We have posted 20 consecutive quarters (on a comparative year-over-year basis) 
of continued growth in sales and operating income, largely through internal growth unrelated to 
industry production volumes. And, despite the success OEMs have had in driving responsibilities and 
costs down to their suppliers, we’ve held our margins and improved profit by streamlining and 
improving operations, automating processes and generally eliminating costs in our operations. Auto 
parts companies’ current stock prices reflect an anticipated decline in automotive production. We are 
prepared for a decline in automotive production volumes of as much as 5%. This will be more than 
offset by new business planned for the next several years, allowing continued sales growth. We believe 
Tesma offers what investors are looking for — consistent fundamentals, rising profits, aggressive growth 
and leveraging of business opportunities — and the market will ultimately recognize and fully reward 


this performance. 


Technology — the reality of remaining competitive 


in our industry. 


bb When we teamed up with Tesma, we challenged their engineering group to 
develop a manufacturing process for our damper assembly concept that would allow us to quickly bring 


it to market, while reducing costs and decreasing damper weight. The team successfully created a process 


which met all three objectives. OEMs and suppliers working together produce great results. vu 


Product Engineer, Torque Converter Design Department, 
Automatic Transmission Engineering Operations, Ford Motor Company 


Engine Technologies — Tensioner Modules 


Engine Technologies — Alternator Decoupler 
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Technology Driv on ‘ 


Tesma’s Technological Leadership in the Industry 

Our continued dedication to the development and introduction of innovative 
products has positioned Tesma for future success. Products such as oil 
pumps, tensioners, alternator decouplers and stainless steel fuel tank systems 
improve the performance of our customers’ powertrain systems. Tesma prides 
itself on providing technological leadership in the industry, and we focus 
our strategic decisions to keep us at the forefront of design and systems 
innovation. As Tesma evolves from supplying OEMs with simple commodity 
parts to supplying technology intensive products, there is significant sales 
revenue potential. This revenue growth will be shared with a smaller pool of 


suppliers having proprietary technology capabilities. 


Introducing New Products in Fiscal 2000 

In fiscal 2000, Tesma introduced five new highly engineered products spanning 
three technologies — Engine, Transmission and Fuel. These new products will 
contribute approximately $150 million in incremental revenue by 2005. 
Alternator decouplers (Engine Technologies) for new fuel-efficient diesel and 
gasoline engines are forecast to become a $100 million market by 2005. The 
other four products introduced in fiscal 2000 each demonstrate leading-edge 
technological advances and represent significant future revenue potential: 


> Camshaft phasers (Engine Technologies) 
> Gears (Transmission Technologies) 
> Balance shafts (Engine Technologies) 


> Capless refueling (Fuel Technologies) 
In fiscal 2000, Tesma was also awarded three contracts for 


complete stainless steel fuel tank systems. This business elevates Tesma’s 
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profile as a major supplier of refueling systems. Tesma’s recognition by OEMs 
as a systems and modules supplier meets one of our primary objectives — to 
move up the “value chain” in all of our products. 

By 2003, we estimate 35% of our sales will be generated by 
products introduced within the last five years, and technology-intensive 
products and systems and modules will represent over 80% of total revenue. 
These are clear signals we are, and will continue to be, leaders in providing 
innovative, technologically advanced, cost-effective solutions for our 


customers, thereby ensuring future growth and margin retention. 


Advanced Technology for the Future 

Tesma is aggressively investing resources in Research and Development (R & D) 
to ensure future growth. To strengthen our leadership position and develop 
products to sustain growth, Tesma’s R & D spending has historically seeds 
our Corporate Constitution mandate of 7% of pretax profits. We do not 
intend to change this approach. Tesma’s two R & D centres in Canada and 
Europe work together to serve all of Tesma’s global manufacturing facilities. 
Our current R & D initiatives include belt driven solutions for starter 
generator systems to accommodate increased electronic and electrical content 
on vehicles, four-wheel drive and all-wheel drive clutch systems which 
increase the clutch engagement speed and provide both space and cost 
savings, and variable flow electric and mechanical water pumps which 
provide optimal water pressure and flow, independent of engine RPM, for 


improved fuel economy. 
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Variable Flow Water Pump 


Number of Engineers 


Leading-Edge Capabilities 

Tesma products are designed, developed, engineered, tested and 
manufactured by highly skilled people using the most sophisticated 
equipment in our technically advanced facilities. Our motivated and 
experienced R & D engineers focus on anticipating, evaluating and satisfying 
our customers’ needs. Tesma uses state-of-the-art computer-aided design 
(CAD) and finite element analysis (FEA) for design, development and analysis 
applications. To provide the best possible design and analysis capabilities to 
our customers, we upgrade our software products continuously to conform to 
the latest OEM standards. 

Our testing capabilities include advanced product development 
and in-process testing. Highly trained specialists use state-of-the-art 
equipment to ensure our products are developed and produced to exceed 
customer specifications and reliability expectations. Unique and specialized 
equipment, such as our optical laser interferometry system, provide a degree 
of component analysis that is far superior to conventional measuring methods. 

High-technology production facilities with automated assembly, 
automated part checking and high-speed forming and machining, enhance 
Tesma’s competitive position. We believe technology drives our industry, and 


we te committed to investing in our future. 


We've become a global player by forging connections and 


building relationships around the world. 


be We have been doing business with Tesma’s Asian manufacturing facilities 


for the past few years. We trust and respect the Company for their quality management, devoted 


employees and ability to supply leading-edge products for our Ssangyong Motors Mercedes engine. 


As we grow as a global OEM, we will rely on Tesma’s outstanding capabilities. 4 


Director, Headquarters of Supplier Development, 
Ssangyong Motor Company, South Korea 


SALES BY SEGMENT 


HACC (South Korea) - 


Ford Focus Assembly Line 


North America 


Europe 


Asia-Pacific / 


South America 


78% 


18% 


4% 
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Global OEM Consolidation Creates New Business Relationships 
The OEM consolidation trend in the automotive industry is driven by the 
need of automakers to maximize vehicle volumes to reduce investment and 
component costs and facilitate expansion into emerging markets. This consoli- 


dation has resulted in six OEMs controlling up to 80% of the world’s vehicle 


‘production. In the next six years, the “global six” will also account for most 


of the industry’s growth. As the global OEM base consolidates, suppliers who 
have strong relationships with the consolidators will reap the greatest benefit. 

Tesma is ideally positioned to capitalize on the growth of the 
“global six”, as 80% of Tesma’s sales are derived from these six dominant 
OEMs. Tesma’ global capabilities in the three largest automotive markets — 
North America, Europe and Asia-Pacific — positions us to develop with the 
“global six” as they expand in established and emerging markets. The global 
scope of the automotive industry is exemplified by General Motors (GM), 
which besides having its own international operations including Opel, has 
partnerships and strategic alliances with Fiat, Suzuki, Subaru, Saab and Isuzu. 
These associations have provided the opportunity for Tesma to leverage its 
existing relationship and reputation with GM into new, global business 


Opportunities with its affiliated OEMs. 


Benefiting from Increased Outsourcing 

Another trend in the automotive industry is increased outsourcing by OEMs. 
By 2005, it is projected that 65% of OEMs’ engine components production 
will be outsourced, up from 30% in 1998. OEMs are increasingly turning to 
suppliers to introduce new technologies for their vehicles, as OEMs 
concentrate their resources on total vehicle development and assembly. OEMs 


require their Tier 1 suppliers, such as Tesma, to offer proprietary design and 
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engineering to develop major systems and modules for global applications. 


Tesma is ideally positioned to take advantage of this increased outsourcing, as 


we have a proven track record of meeting the challenges posed by our 
Eralmetall (Germany) - Saab Engine Oil Pan 
customers. Currently many of Tesma’s product offerings are still produced in- 
house by OEMs, so Tesma has yet to realize the full potential of OEM 
outsourcing. This means there is tremendous growth potential for Tesma in 
the future, as OEMs intensify their outsourcing initiatives, especially in the 
powertrain area. As OEMs expand their global scope, they will concentrate on 
developing in new markets, where they will transfer more responsibility to 


suppliers. We will continue to focus on increasing our capabilities as a global 


full-service supplier to take full advantage of increased outsourcing. 


Non-Traditional Global Market Potential 

Tesma recognizes the tremendous long-term growth potential ite of 
traditional automotive markets. It is forecast that, by 2006, the greatest 
growth for automotive suppliers will take place in Asia-Pacific and Eastern 
Europe. Tesma’s compound annual growth rate for the last five years in’ these 
non-traditional inne eat was 10%. We expect sales will increase by 15% as we 
capitalize on the growth potential in non-traditional markets. 
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North American product technologies line into the European market over the 
‘Sales Outside Outside 


North America 
next five years, and in Asia-Pacific and South American markets over the next (Canadian dollars in millions) 


five to seven years. Tesma will be opening a small manufacturing facility in 
Sao Paulo, Brazil in late fiscal 2001 to supply tensioning devices to OEMs 
located in South America. Global diversification across a wide variety of 
markets means less market risk for Tesma and its shareholders, should there be 


a downturn in one particular market. 
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Tesma's Front Cover Module Concept 


Developing Global Engineering and Manufacturing Capabilities 
It is anticipated that, by 2005, OEMs will have reduced their Tier 1 supplier 
base to approximately 375 suppliers from over 1,000 today. With over $1 
billion in sales, Tesma is currently the 87th largest automotive parts supplier 
worldwide. With its size and scale, Tesma is firmly entrenched as a long-term 
Tier 1 supplier. To solidify its market position, Tesma must also compete as a 
full-service global supplier, offering automakers design, engineering, testing 
and manufacturing capabilities in the three largest automotive markets. Tesma 
is recognized by OEMs as a global resource and a leader in the design and 
development of a variety of powertrain products for the future, positioning us 
well ahead of our competition. 

OEMs are also expecting their chosen suppliers to have the global 
expertise to develop and integrate systems or modules, as opposed to single 
components. Over the last five years, Tesma has progressed from an 
engineered components supplier to a full-service, value-added assemblies 
provider. By 2003, we anticipate that over 80% of worldwide revenues will be 
generated from value-added systems and modules and technology intensive 
products. The 1999 purchase of HAC Corporation (HACC) in South Korea 
provided a facility where we can develop value-added assemblies and 
modules for the Asia-Pacific market. Tesma will continue to consider 
acquisitions, joint ventures and expansion of existing facilities to enhance and 
complement our global supply capabilities. Tesma is committed to continue 
its evolution as a global leader in engine, transmission and fuel systems and 


modules for the automotive industry. 


Performance of Our Company = 


Performance of Our People + Performance of Our Products 


bb The theme of this year’s General Motors Supplier of the Year award is 


“The Future Is You" and as one of our best global suppliers chosen to receive this prestigious award, 


we want to grow a successful future together. As a winner of this award, you have managed to balance 


and excel in the key imperatives - quality, service, technology and price. 


Director of Purchasing and Logistics, General Motors of Canada 
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Superior Financial Performance Resulting from Planning, 


People and Product Performance 

In fiscal 2000, Tesma continued to exceed financial expectations. Tesma’s 
superior financial performance is highlighted by 20 consecutive quarters 
(on a comparative year-over-year basis) of sales and operating income. 


> Sales for the year were $1.13 billion, up 26% over 1999 

> Tesma’s compound annual sales growth rate since going public in 
July 1995 is 26.7% 

> Net income increased by 62% to a record $84.9 million 

> Fully diluted earnings per share grew by 61% to $2.83 

> Cash flow from operations increased to $147.2 million up from 
$93.8 million in 1999 

> Shareholders’ equity rose 21% to $367.2 million 


> Return on assets improved to 15.3% from 11.0% in 1999 


Planning 

Tesmas outstanding performance since going public in 1995 is a testament to 
foresight, planning and implementation. We established specific and focused 
goals for development, performance and sustainable growth. We've consistently 
met or exceeded our targets by applying the concepts of continuous 


improvement and long-term planning to all aspects of our business. 


Performance of Our People 

We believe Tesma’s financial strength could not have been realized without a 
dynamic management team and dedicated employees. Tesma is committed to 
hiring top quality people for every job and has developed many training 
courses to ensure employees have the most comprehensive and current skill 
sets. Tesma’s Employee’ Charter addresses job security, a safe workplace, fair 


treatment, competitive wages and benefits, employee equity and profit 


Tesma International Inc. AR 2000 


participation and communication. By providing a culture that fosters fairness 
and concern for individuals, we have a motivated, innovative and highly 
productive workforce. Their focus on quality and delivery performance has 
helped Tesma build the customer satisfaction required to succeed in today’s 
competitive environment. Quality and delivery performance are the key 
indicators of customer satisfaction we use to measure our operations. The 
sharing of best practices throughout the organization and enhanced internal 
information management and operating systems accelerates our ability to 
achieve performance improvements. Over the past year, the results of our 
efforts have been recognized i our customers with supplier awards 
including: 


> GM Supplier of the Year Award 

> Excellence in 1999 Toyota Target Value — Quality 
> Saturn Supplier Quality Achievement iad 

> Hitachi Automotive Partnerships in Quality Award 


> Navistar Award 
We will continue to use quantifiable improvement targets and 
initiate improvement action plans, as required, to anticipate and respond to the 


needs and expectations of our customers. 


Performance of Our Products 

Tesma has earned its reputation for manufacturing products that meet and 
exceed customers’ rigorous performance requirements. As the pace of 
technological change increases, suppliers must strive to be on the leading- 
edge of development. Our customers have challenged us with specific needs, 
such as increased fuel economy, reduced emissions and lower costs, and we’ve 
responded with cost-competitive solutions which satisfy these needs. Tesma 


has developed parts for CVT applications, allowing engines to operate 


GM Supplier of the Year Award 


SALES BY PRODUCT 


@ Engine 73% 
© Transmission 21% 
& Fuel 6% 
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Engine Technologies - Camshaft Phaser 


Blau ATB (Austria) - 
BMW Filler Head Assembly Line 


continuously at optimum RPM, providing superior power, fuel economy and 
emissions reduction. Tesma will introduce camshaft phasers which regulate 
the opening and closing of intake and exhaust valves to enhance engine 
performance and decrease emissions. The amended Low Emission Vehicle 
Legislation (LEV II) has been passed, which requires zero emission fuel 
systems beginning in 2003. Tesma has developed a complete stainless steel 
fuel tank system which satisfies this zero emission mandate. Tesma will 
continue to provide leading-edge product development and engineering 


solutions to meet customers’ challenges. 


e-Commerce Adds to Tesma’'s Performance 

In this rapidly evolving electronic environment, e-commerce impacts the way 
we do business. E-commerce will have a positive effect on Tesma’s 
performance, helping us realize savings through automation of the product 
development process, augmenting the supply of build-to-order vehicles that 
will take costs out of the total vehicle system and streamlining business 
processes. OEMs have developed a shared Internet-based supply exchange 
(Covisint) which will improve communications between OEMs and suppliers. 
Magna International Inc. (Magna), Tesma’s parent company, is a partner in 
Covisint, and we expect our relationship with Magna will help us become an 
industry leader in the implementation of e-commerce strategies. As we 
progress from a supplier of commodity parts to a supplier of highly 
engineered, value-added systems and modules, we believe there is little risk 
e-commerce activities will negatively impact margins. Suppliers of highly 
engineered modules and systems like Tesma will be valued for their ability to 


engineer, test and manufacture these products. This is a long-term, value- 


added partnership that is less susceptible to price-only competition. 


Tesma International Inc. AR 2000 18 


agement s Discussion @ Analysis 


Tesma operates in the automotive industry designing, engineering and manufacturing powertrain (engine, trans- 
mission and fuel) components and assemblies for the automotive OEMs, their Tier 1 and 2 powertrain component 
manufacturers and certain targeted areas of the automotive aftermarket. The Company employs 4,270 people in 

21 manufacturing facilities and two R & D centres and has sales offices in each of the four major automotive markets: 
North America, Europe, Asia-Pacific and South America. 

The following provides management’ discussion and analysis of the consolidated operating results and 
financial position of Tesma for the years ending July 31, 2000 and 1999 and assesses the impact of uncertainties, 
opportunities and risks on the Company. This discussion should be read in conjunction with the accompanying 
consolidated financial statements and notes found on pages 31 to 52 of this Annual Report, and other information 


provided elsewhere in this report. 


Industry Trends 


Industry trends identified by Tesma in prior years have broadened. The major trends affecting Tesma are outsourcing, 
globalization (including consolidation), modularization, technology and e-commerce. In 2000 and beyond, Tesma’s 
management believes these trends will be the catalysts to further grow our business, build our leading position across 
certain product lines and raise our profile as a Tier 1 powertrain supplier. Influences from the OEMs and their 


customers, legislation in various jurisdictions and pressure from the capital markets are all shaping these trends and 


creating the landscape in our industry for the coming years. 


Strategy 


Tesma’s original strategic plan was developed in response to outsourcing, globalization and modularization. In 2000, 
our plan was expanded to address the emerging new technologies and e-commerce trends in order to maintain and 

build upon our position as a leading Tier 1 supplier. The ultimate goal of Tesma’s strategy is to attain preferred full- 

service powertrain supplier status with each of the major global OEMs, thereby. ensuring our continued growth and 
increased shareholder value. The key elements of our strategy which capitalize on the current industry trends are: 


expanding the production of modules and systems by focusing on value added, highly-engineered and proprietary 


products, emphasizing technological innovation through advanced R & D; maintaining and capitalizing on strong 
customer relationships and building new ones; pursuing international growth opportunities through strategic 
acquisitions, the expansion of existing facilities, joint ventures and licensing arrangements; continuously achieving 


production efficiencies within our own facilities and capitalizing on the opportunities presented by e-commerce. 


Sales 


Total sales 


2000 1999 Change 
North America $ 883.3 $ 665.6 ; +33% 
Europe 208.8 216.4 -4% 
Asia-Pacific/South America 42.7 iN las +144% 
Intersegment (7.0) (5.8) 


Total sales $ 1,127.8 S$ 893.7 +26% 
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Tesma’s consolidated sales exceeded $1 billion for the first time, increasing 26% to a record $1,127.8 million in 2000, 
compared to $893.7 million in 1999. Sales for our North American operations increased by 33% to $883.3 million 
versus $665.6 million in 1999, despite only a 4.8% rise in North American vehicle production to 16.4 million units 
in 2000. The bulk of this growth resulted from increased penetration of existing products and new product launches, 
including over $50 million of additional water pump sales, and increased exports to Europe, South America, Australia 
and Asia-Pacific. It was offset by a somewhat weaker U.S. dollar and Euro relative to the Canadian dollar and 
givebacks to various OEM customers. 

Sales for Tesma’s European operations decreased by 4% to $208.8 million versus $216.4 million a year ago. 
Increased penetration of domestic markets in Europe and increased demand for service and aftermarket parts were 
more than offset by a significantly devalued Euro and other European legacy currencies relative to the Canadian 
dollar. The overall market in Europe enjoyed another year of continued growth as vehicle production volumes 
increased by 3.7% to 16.7 million units in 2000. However, production by country continues to vary significantly. In the 
countries in which Tesma supplies the majority of its products, production increased by less than 1% on the average. 

The 1999 acquisition of HACC, a South Korean supplier of oil and water pumps, provided Tesma with its 
first two manufacturing facilities in Asia-Pacific. The results for HACC have been included in our consolidated results 
since January 1, 1999 and added $42.7 million to Tesma’s sales in 2000 versus $17.5 million in 1999. The significant 
growth in 2000 largely resulted from the inclusion of a full year of operations and the launch of the FN transmission 
oil pump. | 

Tooling sales increased 22% to $55.0 million versus $45.2 million a year ago. This high level of tooling sales 
reflects Tesma’s ongoing involvement in new customer programs and the continuing growth of our product offerings. 

In 2000, the net impact of fluctuations in foreign currencies in which Tesma transacts a significant portion 
of its business was a decrease in sales of approximately 3% (2% increase in 1999), primarily as a result of the decrease 
in the value of the Euro and other European legacy currencies relative to the Canadian dollar. This decrease, which 
also affects all other items on the statement of income (but not to the same extent as sales), occurs primarily on the 
translation of the results of self-sustaining foreign subsidiaries at lower average exchange rates in 2000 versus 1999, 
Based on the relative strengths of the Euro and other European legacy currencies and the U.S. dollar versus the 
Canadian dollar thus far in 2000, it is expected that the trend will continue to negatively impact sales and income 
in 2001, but to a lesser degree than in 2000. 

As we continued our global expansion in 2000, total sales in all markets increased, reflecting our product 
diversity and vehicle platform independence. Sales to North American customers, our most significant market, 
increased by 37% to $776.1 million versus $567.9 million in 1999 and now represents 69% of our consolidated sales 


(63% in 1999). As a result, Tesma’s North American content per vehicle increased to over $44 from $33 a year ago. 
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Despite the weakness of the Euro, sales to European-based customers grew to $301.8 million versus $287.4 million 
in 1999, but as a result of the significant sales growth in North America and the weaker Euro, they now represent 

a reduced 27% of consolidated sales versus 32% a year ago. Our strategy of expanding our presence in other markets, 
including the acquisition of HACC, continued to provide new global business opportunities in 2000. As a result, sales 
to Asia-Pacific customers grew 38% to $33.9 million in 2000 versus $24.5 million in 1999 and continued to represent 
approximately 3% of Tesma’s consolidated sales. The market in South America continued to face a difficult economic 
climate in 2000. While our sales to this region have not returned to their previous highs, they did recover by 

a modest 15% to $16.0 million and accounted for approximately 1% of Tesma’s consolidated sales. 


Sales to our four largest worldwide customers; GM, Ford, DaimlerChrysler and the Volkswagen group 


decreased to 76% of total sales versus 78% in 1999, primarily as a result of GMs spin off of Delphi Automotive 
Systems (Delphi) in 1999. Sales to Delphi represent approximately 2% of Tesma’s consolidated sales. Despite this 
divestiture, our sales to GM’ global operations (including Saturn, Opel, SAAB, Holdens, Allison and Vauxhall) 
increased to 38% of our consolidated sales versus 35% a year ago. While no single product sold to any customer 
accounted for more than 10% of Tesma’s consolidated sales in 2000 or 1999, approximately 11% of Tesma’s 
consolidated sales in 2000 represent products produced for GM’s GENIII engine. 

On a product basis, Engine Technologies, which includes the operations of the Litens Automotive ‘Group 
(Litens) increased to $820 million versus $635 million a year ago and accounted for 73% of consolidated sales versus 
71% a year ago. The increased sales were a result of the full year of sales for the water pump business in North. 
America, the acquisition of HACC, the launch of our first plastic water management products into the North American 
market and increased penetration in North America, Europe and Asia-Pacific. Transmission Technologies’ sales 
increased to $240 million in 2000 versus $195 million a year ago, primarily as a result of the acquisition of HACC 
and the launch of the FN transmission pump, a full year’s impact of transmission servo production and the launch of 


our first flow-formed rotating clutch housing. This group represents 21% of consolidated sales versus 22% a year ago. 


Sales for the smallest of the product areas, Fuel Technologies, were unchanged at $68 million or 6% of consolidated 
sales versus 7% a year ago. The major factor contributing to the lack of sales growth was the significant weakening 


of the Euro and U.S. dollar versus the Canadian dollar, as most of this group’s operations are outside of Canada. 


Gross Margin 


2000 1999 Change 
Sales $1,127.8 $ 893.7 +26% 
Cost of goods sold 857.8 694.6 +23% 
Gross margin $ 270.0 $ 199.1 +36% 
Gross margin percentage 23.9% 22.3% +7% 


nn 


Gross margin as a percentage of sales improved by 7% in 2000 to 23.9% versus 22.3% a year ago. The expansion 

of the gross margin in 2000 resulted from the increase in vehicle production volumes in our key markets of North 
America and Europe and other internal factors. The incremental production volumes and the launch of new business 
improved our capacity utilization and overhead absorption. Further expansion was provided by higher margins at 
some recently acquired or established operations, a change in our sales mix as a result of higher sales in North 
America, further efficiencies and operating improvements at certain facilities and higher margins on technology-based 
products. These gains were partially offset by an increase in lower margin tooling sales, low margins on the sales from 


our die-casting facilities while we were launching new business, significantly higher provisions under the employee 
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2000 


profit sharing plan as a result of the record financial results in 2000, an expansion of our R & D centres in both 


Austria and Canada and continuing price reductions required under long-term contracts with OEMs. 


The competitive environment within the automotive industry has caused OEMs to increase pressure on 


suppliers, including Tesma, for price concessions and the absorption of more costs related to product design and 


engineering, tooling, capital, packaging and other items previously paid for directly by OEM customers. In addition, 


Tesma may not be able to fully pass on price increases from its own suppliers to OEM customers. Although there can 


be no certainty regarding Tesma’s ability to successfully respond to future competitive pressures, Tesma has in the past 


been largely successful in responding to these pressures through a number of means, including improved operating 


efficiencies, design improvements, supplier management and other cost-reduction strategies. Management anticipates 


that its current cost-reduction: programs will enable it to remain competitive. 


During 2000, Tesma’s expenditures on R & D increased significantly to $19.9 million as we hired additional 


staff and increased our efforts to develop new products. Our net R & D expenses increased by only 4% to $14.3 


million in 2000, as we were successful in obtaining increased levels of customer and government funding, including 


tax credits. The Corporate Constitution requires the Company to invest no less than 7% of its profit before tax in R & D 


recognizing that these types of investments promote the long-term viability of Tesma. In 2000 and 1999, the amounts 


expended were in excess of 14% of profit before tax. 


Operating Income 


2000 1999 Change 
Gross margin $ 270.0 S$” 199:1 +36% 
less: 
Depreciation and amortization 43.5 35.4 +23% 
Selling, general and administration 76.3 65.7 +16% 
Interest, net Sis} 235 +43% 
Affiliation fees and other charges 13:3 Wile +19% 
Operating income $ 133.6 > 645 +58% 


ese 


Operating income increased by 58% to $133.6 million in 2000 versus $84.5 million in 1999. The $70.9 million 


increase in gross margin was partially offset by increased selling, general and administration (S, G & A) costs, 


depreciation and amortization charges, financing costs and affiliation fees. Operating income at Tesma’s North American 


operations grew 59% to $116.1 million or 87% of consolidated operating income versus $72.8 million and 86% 


in 1999. Tesma’s European operations grew 27% in 2000 and contributed $14.9 million or 11% of consolidated 


& 
Oe © 
pe cn err g 
Sa aw a a) 
Sonu w WN wn 
N 
Ly] 
t 
C) 
ww 
ra) 
a 
n 
so 
rT) 
” v 
i es 
a 
| | 
96 97 98 99 00 96 97 98 99 eh EE Eh ls 
Gross Margin as a Operating Income 
Percentage of Sales (Canadian dollars in millions) 


OPERATING INCOME BY SEGMENT 


e North America 87% & Asia-Pacific / 


South America 
Ry Europe 11% 


2 


9 


Tesma International Inc. AR 2000 22 


Management’s Discussion & Analysis 


operating income versus $11.7 million or 14% of consolidated operating income a year ago. The Asia-Pacific and 
South American operations contributed $2.5 million in 2000 versus a break-even position a year ago. 

S, G & A expenses increased to $76.3 million in 2000 versus $65.7 million in 1999, but declined to 6.77% 
of consolidated sales from 7.35% a year ago. The absolute increase was attributable to the ramp up of the water and 
oil pump facilities, the opening of other new facilities, increased costs associated with the expansion of our 
international sales and engineering offices to serve our growing list of international customers, higher costs incurred 


as a result of provisions under the Corporate Constitution, increases in divisional infrastructure as a result of 


significant sales growth in several North American facilities, provisions for receivables from two customers who filed 
for creditor protection in 2000 and the establishment of a Corporate systems department to complete various 
programs, including our e-commerce initiatives. The translation of expenses at our European facilities at lower rates 
of exchange in 2000 offset a portion of these increased S, G & A costs. . 

Depreciation and amortization expense increased by 23% to $43.5 million in 2000 from $35.4 million in 
1999 (representing 3.9% of sales in 2000 compared to 4.0% in 1999). The absolute increase in depreciation charges 
for 2000 results from our continuing investment in capital assets, primarily new facilities and equipment, and the 
acquisition of subsidiaries completed over the past two years. In 2000, capital expenditures totalled $79.7 million, 
net of disposals, representing an increase of 16% over the prior year, bringing the total investment over the past two 
years to $148.2 million. A significant portion of these additions were for upcoming program launches and wilh result 
in higher depreciation charges in the future. Additionally, the two acquisitions completed during the prior year added 
assets with a fair value of $57.6 million. Amortization expense was $1.6 million in both 1999 and 2000 and represents 
the amortization of goodwill. 

As a result of the cash paid and debt assumed on the two acquisitions completed in the first half of 1999 
and the high level of capital spending over the past two years, the Company had higher levels of net indebtedness 
for most of 2000 compared to a year ago. Interest expense was $6.0 million versus $2.6 million a year ago and was 
incurred primarily on the 6.22% Senior Unsecured Notes issued May 25, 1999, debt assumed on the purchase of 
HACC, existing term debt in Europe and capital lease obligations. Overall, Tesma reported interest expense, net of 
interest income earned on cash balances, of $3.3 million versus $2.3 million in 1999. 

Effective August 1, 1997, a revised affiliation agreement between Tesma and Magna took effect. Under the 
terms of this five-year agreement, the affiliation fee is calculated solely as 1% of Tesma’s reported consolidated net 
sales. Under a separate agreement, Tesma also pays Magna a fee based on a specified percentage of pretax profits 
representing a contribution to social and charitable programs (social fee) coordinated by Magna on behalf of Magna 


and its affiliated companies. This fee represents a significant portion of the 2% allocation of pretax profits before 
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profit sharing for Social Responsibility as required under Tesma’s Corporate Constitution. Other charges payable to 
Magna are negotiated annually and are based on the level of specific benefits and services provided by Magna to the 
Company. The affiliation fees and other charges increased by 19% to $13.3 million in 2000 versus $11.2 million in 
1999, as a result of the increase in Tesma’s sales. The fees for 2000 consisted of the sales-based affiliation fee of $11.3 
million ($8.9 million in 1999), a social fee of $1.4 million ($1.6 million in 1999) and other charges of $0.6 million 
($0.7 million in 1999). The other charges declined as some of the services which were previously provided by Magna 


were assumed by Tesma employees late in fiscal 1999. 


Net Income 


2000 1999 Change 

Operating income $ 133.6 $ 84.5 +58% 

Income taxes 48.7 3252 +51% 
Net income attributable to Class A Subordinate 

Voting Shares and Class B Shares $ 84.9 SieS253 +62% 


Tesma’ effective income tax rate decreased to 36.5% in 2000 versus 38.1% a year ago. The main reasons for this 
decrease were lower relative levels of European income (taxed at higher rates), higher income in Korea (taxed at an 
effective rate below 13%), a reduction in the German corporate income tax rate and reduced losses at two subsidiaries 
where losses are not benefited. In 2001, Tesma will further benefit from the Government of Ontario’s announced tax 
reductions, as approximately $98 million of Tesma’s Operating income was generated in Ontario in 2000. 

As a result of the higher income before income taxes and the drop in the effective income tax rate, Tesma’s 
net income attributable to Class A Subordinate Voting Shares and Class B shares increased by 62% to a record $84.9 
million in 2000 compared to $52.3 million in 1999, As outlined in last years annual report, management is committed 
to increasing shareholder value by strengthening our balance sheet and by posting superior financial results. One 
measure of our achievement of these goals is our record net income which allowed Tesma to improve its return on 


funds employed to 34% versus 25% a year ago. 


Earnings Per Share 


2000 1999 Change 
Earnings per share 
Basic Sa2:95 Sidi! +61% 
Fully diluted $77 2:63 SHL76 +61% 
Average number of shares outstanding (millions) 
Basic 28.8 28.5 +1% 
Fully diluted 30.2 30.1 = 


On a fully diluted basis, earnings per Class A Subordinate Voting Share or Class B Share increased 61% to $2.83 from 
$1.76 as a result of the increase in the net income attributable to these shares. 

Basic earnings per Class A Subordinate Voting Share or Class B Share also increased 61% to $2.95 from 
$1.83 in 1999, again as a result of the increase in net income attributable to these shares offset by a 1% increase in 


the weighted average number of basic shares outstanding. The increase in basic shares outstanding was entirely a 
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result of the exercise of stock options in 2000, while the increase in the average number of fully diluted shares 


outstanding was the net effect of the issuance and surrender of stock options on a weighted average basis. 


Financial Condition, Liquidity and Capital Resources 


2000 1999 Change 
Cash provided from (used for): 
Operating activities $ 147.2 S sks 
Investing activities (8 1.0) (51) 
Financing activities (0.2) 53.7 
Effect of exchange rate changes on cash (1.5) (0.8) 
Net increase in cash $ 64.5 $ 34.6 +86% 


Cash balances at July 31, 2000, net of bank indebtedness, were $92.9 million versus $48.0 million a year earlier. 
The increase in the cash balance by $44.9 million was a result of the cash generated by operating activities, the 
proceeds received from long-term debt financing and the proceeds received on the issuance of Class A Subordinate 
Voting Shares partially offset by the increase in investing activities, the repayment of debt, the payment of dividends 


and the surrender of stock options. 


Operating Activities 


2000 1999 Change 
Net income $ 84.9 S ~ Be 
Items not involving current cash flows 51.7 41.3 
Net change in non-cash working capital 10.6 0.2 
Cash provided from operating activities $ 147.2 S Osyxe +57% 


During 2000, Tesma’s cash provided from operating activities increased 57% or $53.4 million to $147.2 million, 
as compared to $93.8 million in 1999. Most of this increase is a result of the $32.6 million increase in net income 
and an increase in non-cash expenses, primarily depreciation and amortization, and deferred taxes. A recovery of 
$10.6 million of the amount invested in non-cash working capital was achieved despite the high level of organic sales 
growth for 2000. The decrease in non-cash working capital, as seen on the balance sheet, is primarily a result of 
Tesma’s ability to increase inventory turns and effectively manage its days’ sales in accounts receivable and days’ 


purchases in accounts payable during 2000. These factors, combined with the weaker Euro, which reduced the 
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translated amount of non-cash working capital for European operations, helped to minimize the required level of 


working capital and, as a result, working capital turns increased by 18% to almost 12 times. 


Investing Activities 


2000 1999 Change 
Fixed asset additions $ 81.9 SmmmOneD +21% 
Other asset increases lee} Bal 
Purchase of subsidiaries, net of cash 0.8 40.7 
Proceeds from asset disposals (3.0) (1.2) 
Cash used for investing activities $ 81.0 Stt24 -28% 


Investment spending decreased by 28% to $81.0 million, net of proceeds from dispositions, from $112.1 million in 
1999. Cash spent on fixed assets increased by 21% to $81.9 million in 2000 versus $67.5 million last year. Capital 
spending included $11.2 million for land and buildings, including the commencement of construction of a new 
manufacturing and R & D facility in Austria during March 2000, with the balance largely invested in equipment to 
support new business. Assets purchased for North American facilities accounted for 66% of capital spending versus 
74% in 1999 — 26% was for Tesma’s European facilities versus 24% a year ago and 8% was for HACC in South Korea. 
The $0.8 million paid on the purchase of subsidiaries relates to the second earnout payment on the 1999 Sterling 
Heights acquisition. 

During 1999, the Company spent $40.7 million, net of cash acquired, to purchase 100% of the shares 
of Sterling Heights and HACC. Both purchase and sale agreements contain provisions requiring additional payments 
if certain levels of financial performance are attained. The Sterling Heights acquisition contains a provision requiring 
Tesma to pay additional amounts of up to $4 million contingent upon Sterling Heights attaining certain predetermined 
levels of EBITDA over the five-year period commencing January 1, 1998. To date, two additional payments 
aggregating $1.6 million have been paid, and no further amounts are payable as at July 31, 2000. The HACC 
acquisition contains a provision requiring Tesma to pay amounts in respect of the four-year period commencing 
January 1, 1999 equal to 50% of the amount that adjusted earnings exceed a predetermined threshold. The total 
to be paid cannot exceed $3 million (U.S.$2 million). As at July 31, 2000, no amounts were owing nor had any 
additional amounts been paid or accrued. 


Proceeds on the disposal of fixed and other assets consisted primarily of $0.8 million received on the sale 


of Tesma’s investment in Blau Espana and the $1.6 million repayment of loans to officers and employees. 
FIXED ASSETS BY SEGMENT 
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Capital spending in 2001 is expected to be approximately $125 million, primarily to support newly 
awarded production contracts, the completion or expansion of certain manufacturing facilities, required maintenance 
improvements and the construction of a head office to consolidate all corporate staff in one location. Management 
expects that cash balances on hand, existing unutilized credit facilities (including newly negotiated non-recourse 
facilities at our Austrian subsidiary) and internally generated funds from operations will be sufficient to meet all 


planned cash requirements for 2001. 


Financing Activities 


2000 1999 
Issues of long-term debt $ 1.4 $ 64.6 
Increase in bank indebtedness 19.3 14.6 
Repayment of long-term debt (7.6) (17.6) 
Issuance of Class A Subordinate Voting Shares 5.6 0.9 
Stock option surrender (3.2) = 
Dividends (15.7) (8.8) 
Cash provided from (used for) financing activities $ (0.2) Sy SBar 


During 2000, HACC completed a $1.4 million financing for the acquisition of certain manufacturing equipment. 
In 1999, the Company completed the private placement of $60 million 6.22% Senior Unsecured Notes with two U.S. 
institutional investors. The proceeds of this private placement were used to repay amounts drawn on the Company's 
main operating line which had been used to fund the acquisitions of Sterling Heights and HACC. An additional $4.6 
million of long-term debt was incurred by the Company’s subsidiaries in Europe and Asia-Pacific during 1999. 

Funds provided through operating lines of credit were $19.3 million in 2000 versus $14.6 million a year 
ago. Our Austrian subsidiary established two new operating lines totalling $7.9 million (80 million Austrian 
Schillings) which were almost fully drawn at July 31, 2000. The balance of the $19.3 million relates primarily to 
higher levels of outstanding cheques drawn on our Canadian bank accounts. 

During 2000, the Company issued 532,000 Class A Subordinate Voting Shares for consideration of $5.6 
million on the exercise of stock options versus 85,500 shares issued upon option exercises for $0.9 million in 1999. 

The cash provided from operating activities was used to make repayments of long-term debt in the amount 
of $7.6 million, to pay $15.7 million of dividends on the Class A Subordinate Voting Shares and Class B Shares and 
to fund a cash payment on the surrender of stock options in the amount of $3.2 million. 

On June 15, 2000, due to the timing of a public offering of Tesma’s Class A Subordinate Voting Shares, the 
Human Resources and Compensation Committee (HRC Committee) of the Company asked the CEO of the Company 
to consider their proposal to surrender 325,000 stock options for the purchase of Class A Subordinate Voting Shares 
in exchange for a cash payment equal to their intrinsic value. This proposal was presented to the CEO as an alternative 
to his stated plans to exercise 325,000 stock options and sell the acquired Class A Subordinate Voting Shares through 
the public markets. To effect this surrender, the HRC Committee granted 325,000 Stock Appreciation Rights (SARs) 
in connection with 325,000 previously issued stock options. The CEO immediately exercised these SARs and 
surrendered the underlying stock options for proceeds of $5.0 million, resulting in a $3.2 million net charge to 
retained earnings. A portion of the proceeds on surrender was used to repay indebtedness to the Company of $1.3 
million, including accrued interest, and to pay withholding taxes arising on the surrender of the stock options. 

Tesmas financial position remained strong during 2000 even as our asset base increased by 17% to $712.7 


million. The Company’s sources of capital include a manageable level of long-term debt, and at July 31, 2000, Tesma’s 
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ratio of long-term debt to total capitalization was 0.17 to 1. This ratio is well within managements stated target 
maximum of 0.25 to 1 and an improvement from 0.21 to 1 in 1999. 

Tesma’s Corporate Constitution requires the payment of dividends of at least 20% of after-tax profits 
(after providing for any preference share dividends) on a rolling three-year basis. To remain within these parameters, 
Tesma’s Board of Directors increased the quarterly dividend rate twice during 2000, first by 25% in December 1999 
to $0.125 per share and again by 28% in March 2000 to $0.16 per share. Dividends of $17.5 million (60.5 cents per 
share) were declared on the Class A Subordinate Voting Shares and Class B Shares on account of 2000 versus $9.7 


million (34 cents per share) on account of 1999. 


Shareholders’ Equity 
During 2000, shareholders’ equity increased by 21% or $63.7 million over July 31, 1999, and the book value per Class 
A Subordinate Voting Share or Class B Share increased by 19% to $12.60 from $10.61. The issuance of shares and the 
net earnings for 2000 added $90.5 million to shareholders’ equity, which was offset by dividends paid and the net cash 
payment of $3.2 million on the surrender of stock options. The decrease in the cumulative currency translation adjustment 
account represents the net decrease in value of Tesma’s investments in its foreign subsidiaries. 

During 2000, Magna, Frank Stronach & Co. and three other individuals (all related to a director of the 
Company) sold 4,977,644 Class A Subordinate Voting Shares of Tesma, at a price of $26.20 per share, through 
a public secondary offering. While Tesma did not receive any of the proceeds of this offering, it expects to benefit 
from the 50% increase in the size of its public float of Class A Subordinate Voting Shares. 

At July 31, 2000, the market capitalization of Tesma’s equity was $802 million, up 39% from $578 million 
at July 31, 1999. 


Foreign Currency Activities 


Tesma negotiates sales contracts with North American OEMs in both Canadian and U.S. dollars. Materials and 
equipment are purchased in various currencies depending upon competitive factors, including relative currency 
values. Tesma’s current Canadian production (approximately 72% of consolidated sales) uses Canadian labour 
and materials which are paid for primarily in Canadian dollars, but also settles in U.S. dollars and Euros. Tesma’s 
Canadian production sales are invoiced and paid for substantially in Canadian dollars, U.S. dollars, Euros and other 
European legacy currencies. 

Tesma’s European operations negotiate sales contracts with European OEMs for payment principally in Euros 
and other European legacy currencies. Materials, equipment and labour are paid for principally in Euros or other 


European legacy currencies. 
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Management’s Discussion & Analysis 


Tesma’s U.S. operations’ contracts with North American OEMs are negotiated in U.S. dollars, and materials, 
equipment and labour are also paid for principally in U.S. dollars. 

Tesma’s Asia-Pacific operations negotiate sales contracts with their OEM customers for payment in Korean 
Won, Japanese Yen, U.S. dollars‘and British Pounds, pay labour in Korean Won and pay for materials and equipment 
in Korean Won, Japanese Yen and U.S. dollars. 

A portion of Tesma’s foreign currency cash flows, which result when manufacturing facilities commit to 
purchase materials and capital equipment denominated in foreign currencies, are naturally hedged when contracts 
to deliver certain products are also denominated in those foreign currencies. In an effort to manage the remaining 
exposure, Tesma employs hedging programs primarily through the use of foreign exchange forward contracts that 
extend through the expected duration of the underlying production programs. 

The amount and timing of the forward contracts is dependent upon a number of factors including the 
anticipated production delivery schedules, anticipated customer payment dates and anticipated product costs, which 
may be paid in foreign currencies. Tesma is exposed to credit risk from the potential default by counterparties on its 
foreign exchange forward contracts, but mitigates this risk by dealing with only those counterparties considered to be 
high quality credits. Despite these measures, significant long-term movements in relative currency values could affect 
Tesma’s results of operations. In particular, Tesma’s results of operations may be adversely affected by a strengthening 
of the Canadian dollar against the U.S. dollar and Euro. In addition, Tesma does not hedge the business activities of 
self-sustaining foreign subsidiaries, and accordingly, Tesma’s results of operations could be further affected by a 
significant change in the relative values of the Canadian dollar, U.S. dollar, Euro, other European legacy currencies 


(particularly the German deutschmark and Austrian Schilling) or Korean Won. 


Euro Currency 


On January 11, 1999, 11 member countries of the European Union established fixed conversion rates between their 
legacy currencies and a new currency, the Euro, and adopted the Euro as their common legal currency. The legacy 
currencies of each participating country will remain as legal tender in the participating countries until December 31, 
2001, after which time each participating country will issue new Euro-denominated currency for cash transactions. 
Many of Tesma’s automotive customers in Europe have converted their functional currency to the Euro and 
require that transactions be denominated in Euros. Where necessary, Tesma’s relevant systems have been modified 
to accommodate the Euro in addition to maintaining certain historic legacy currencies. The remaining relevant 
systems will be modified over the period to December 31, 2001, as necessary, in order to meet customer and other 
requirements. Based on the Company’s current assessment, the Euro conversion and elimination of legacy currencies 


is not expected to have a material adverse impact on the results of operations or financial condition of Tesma. 
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Management’s Discussion & Analysis 


Outlook 
Management, based on information currently available, expects vehicle production volumes to decline in both the North 
American and European markets by approximately 5% in fiscal 2001. However, the rebound in the Asia-Pacific and 
South American markets is expected to continue and will offset a portion of the declines in the two largest markets. 
During fiscal 2001, Tesma will launch over 100 new product programs at its various facilities. The success 
of these launches and the continued successful ramp up of 2000° product launches will have a direct impact on the 
near-term success of the Company in fiscal 2001 and 2002. As a result of these and other new contracts, anticipated 
continued outsourcing by the OEMs in powertrain areas, requirements for global sourcing and increased development 
work (which should lead to production contracts), management believes that Tesma is well positioned to create long- 
term shareholder value. In the near term, management anticipates, without making assurances as to future results, that 
if vehicle volumes are as forecast, Tesma will continue to report short-term growth in sales in excess of 15% per annum. 
The previous discussion (and other information in this annual report) contains statements which, to the extent 
that they are not recitations of historical fact, may constitute “forward-looking statements” within the meaning of Section 
21E of the Securities Exchange Act of 1934. The words “estimate”, “anticipate”, “believe”, “expect”, and similar expressions 
are intended to identify forward-looking statements. Such forward-looking information involves important risks and 
uncertainties that could materially alter results in the future from those expressed or implied in any forward-looking 
statements made by, or on behalf of, Tesma. These risks and uncertainties include, but are not limited to, industry 
cyclicality, trade and labour disruptions, pricing concessions and cost absorptions, dependence on certain vehicles’ 
engine, transmission and major OEM customers, currency exposure, technological developments by Tesma’s competitors, 
government and regulatory policies and changes in the competitive environment in which Tesma operates. Persons 
reading this annual report are cautioned that such statements are only predictions and that actual events or results may 
differ materially. In evaluating such forward-looking statements, readers should specifically consider the various factors 


which could cause actual events or results to differ materially from those indicated by such forward-looking statements. 
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Tesma’s management is responsible for the preparation and presentation of the consolidated financial statements and all other 
information in this Annual Report. The consolidated financial statements were prepared by management in accordance with 
generally accepted accounting principles, and, where appropriate, reflect estimates based upon the judgment of management. 
Where alternative accounting methods exist, management has selected those that it considered to be the most appropriate in the 
circumstances. Financial information presented elsewhere in this Annual Report has been prepared by management on a basis 
consistent with the consolidated financial statements. The consolidated financial statements have been reviewed by the Audit 
Committee and approved by the Board of Directors of Tesma. 

Management is responsible for the development and maintenance of systems of internal accounting and administrative controls 
of high quality, consistent with reasonable cost. Such systems are designed to provide reasonable assurance that the financial 
information is accurate, relevant and reliable, and that Tesma’s assets are appropriately accounted for and adequately safeguarded. 

Tesma’s Audit Committee is appointed by the Board of Directors and is completely comprised of outside directors. The 
Committee meets periodically with management, as well as with the independent auditors, to satisfy itself that each is properly 
discharging its responsibilities, to review the consolidated financial statements and the independent Auditors’ Report and to discuss 
significant financial reporting issues and auditing matters. The Audit Committee reports its findings to the Board of Directors for 
consideration when approving the consolidated financial statements for issuance to the shareholders. 

The consolidated financial statements have been audited by Ernst & Young LLP, the independent auditors, in accordance with 
generally accepted auditing standards on behalf of the shareholders of Tesma. The Auditors’ Report outlines the nature of their 
examination and their opinion on Tesma’s consolidated financial statements. The independent auditors have full and unrestricted 
access to the Audit Committee. 


Toronto, Canada 
September 14, 2000 


Anthony E. Dobranowski James L. Moulds 
Executive Vice President Vice President 
& Chief Financial Officer Finance & Controller 


To the Shareholders of Tesma International Inc. 


We have audited the consolidated balance sheets of Tesma International Inc. as at July 31, 2000 and 1999 and the consolidated 
statements of income and retained earnings and cash flows for each of the years in the three-year period ended July 31, 2000. 
These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion 
on these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in Canada. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 
the Company as at July 31, 2000 and 1999 and the results of its operations and its cash flows for each of the years in the 
three-year period ended July 31, 2000 in accordance with accounting principles generally accepted in Canada. 


Bret + aioe 
Toronto, Canada 


September 8, 2000 Chartered Accountants 
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Significant Accounting Policies 


(a) Basis of Presentation 

The consolidated financial statements of Tesma International Inc. and its subsidiaries (the Company) have been prepared in Canadian dollars following accounting 
policies generally accepted in Canada. These policies are also in conformity, in all material respects, with accounting policies generally accepted in the United 
States, except as described in Note 20 to the consolidated financial statements. 


(b) Principles of Consolidation 
The consolidated financial statements include the accounts of the Company. The Company accounts for its interests in jointly controlled entities using the propor- 
tionate consolidation method. All significant intercompany balances and transactions have been eliminated. 


(c) Use of Estimates 

The preparation of consolidated financial statements in conformity with generally accepted accounting principles requires management to make estimates and 
assumptions that affect the amounts reported in the consolidated financial statements and accompanying notes. Management believes that the estimates utilized in 
preparing its consolidated financial statements are reasonable and prudent; however, actual results could differ from these estimates. 


(d) Cash and Cash Equivalents 
Cash and cash equivalents include cash on account, demand deposits and short-term investments with original maturities of three months or less. Cost approxi- 
mates fair value. 


(e) Inventories 

Inventories are valued at the lower of cost and net realizable value, with cost being determined substantially on a first-in, first-out basis. Cost includes the cost of 

materials plus direct labour applied to the product and the applicable share of manufacturing overhead. 

(f) Fixed Assets 

Fixed assets are recorded at historical cost, including interest capitalized on construction in progress, less related investment tax credits and government grants. 
Depreciation is provided on a straight-line basis over the estimated useful lives of fixed assets (including those under capital leases) at annual rates of 21/2% 

to 5% for buildings, 7% to 10% for general purpose equipment and 10% to 30% for special purpose equipment. 


(g) Other Assets 
Goodwill represents the excess of the purchase price of the Company’ interest in subsidiary companies over the fair value of the underlying net identifiable assets 
arising on acquisitions. Goodwill is generally amortized over 10 to 20 years and in all cases the amortization period does not exceed 40 years. Goodwill is evaluat- 
ed in each reporting period to determine if there were events or circumstances which would indicate a possible inability to recover the carrying amount. Such eval- 
uation is based on various analyses including profitability projections and undiscounted future cash flows. 

Costs incurred in establishing new facilities which require substantial time to reach commercial production capability are capitalized as deferred preproduc- 
tion costs. Amortization is provided over periods up to five years from the date commercial production is achieved. 

The Company accounts for its investments in which it has significant influence on the equity basis. 


(h) Revenue Recognition 
Revenue from sales of manufactured products is recognized either at the date of shipment or delivery, depending upon the shipping terms. 


(i) Government Financing 

The Company makes periodic applications for financial assistance under available government assistance programs in the various jurisdictions in which the 
Company operates. Grants relating to capital expenditures are reflected as a reduction of the cost of the related assets. Grants and tax credits relating to current 
operating expenditures are recorded as a reduction of expense at the time the eligible expenses are incurred. The Company also receives loans which are recorded 
as liabilities in amounts equal to the cash received. 


(j) Research and Development 

The Company carries out various applied research and development programs, certain of which are partially or fully funded by governments or by customers of 
the Company. Funding received is accounted for using the cost reduction approach. Research costs are expensed as incurred. Development costs are expensed as 
incurred, but would not be expensed if they meet the criteria under generally accepted accounting principles for deferral and amortization. 


(k) Foreign Exchange 

Assets and liabilities of foreign subsidiaries and investees, all of which are self-sustaining, are translated using the exchange rate in effect at the end of the year and 
revenues and expenses are translated at the average rate during the year. Exchange gains or losses on translation of the Company’s net equity investment in these 
foreign subsidiaries and investees are deferred as a separate component of shareholders’ equity. The appropriate amounts of exchange gains or losses accumulated 
in the separate component of shareholders’ equity are reflected in income when there is a reduction in the Company’s investment in these subsidiaries and 
investees as a result of capital transactions. 

Foreign exchange gains and losses on transactions occurring in a currency different than an operations’ functional currency are reflected in income except for 
gains and losses on foreign exchange forward contracts used to hedge specific future commitments in foreign currencies. Gains or losses on these contracts are 
accounted for as a component of the related hedged transaction. Gains or losses on translation of foreign currency long-term monetary liabilities are deferred and 
amortized over the period to maturity. 


(1) Income Taxes 
The Company follows the deferral method of tax allocation in accounting for income taxes. Under this method, timing differences between accounting and taxable 


income result in the recording of deferred income taxes. 

Investment tax credits relating to fixed asset purchases and research and development expenditures are accounted for as a reduction of the cost of such assets 
and expenses, respectively. 

Income and withholding taxes related to unremitted earnings of foreign subsidiaries are not provided for by the Company, as such earnings are considered to 


be indefinitely reinvested in foreign operations. 


(m) Stock-Based Compensation 
The Company has two stock-based compensation plans, which are described in Note 10. Compensation expense is recorded under the non-employee director 
share-based compensation plan as described in Note 10 (c). 

No compensation expense is recognized under the incentive stock option plan when stock options are granted to employees or directors, as they have no 
intrinsic value. Consideration paid by employees or directors on the exercise of stock options is credited to Class A Subordinate Voting Shares. If, at the Company's 
option, stock options are repurchased from employees or directors, the excess of the consideration paid over the carrying amount of the stock options cancelled is 


charged to retained earnings. 


000 32 


As at July 31st 2000 1999 


(Canadian dollars in thousands) 


Assets 
Current 
Cash and cash equivalents $ 143,104 $ 78,582 
Accounts receivable (ote 17) 142,657 134,395 
Inventories (Note 4) 83,632 76,043 
Prepaid expenses and other 9,937 9,813 
379,330 298,833 
Fixed assets (Note 5) 306,057 276,297 
Other assets (Note 6) 27,284 32,173 
$ 712,671 $ 607,303 
Liabilities and Shareholders’ Equity 
Current 
Bank indebtedness (ote 8) $ 50,207 $ 30,618 
Accounts payable (Note 17) 85,624 78,654 
Accrued salaries and wages 36,019 25,108 
Other accrued liabilities 44,014 41,854 
Income taxes payable (ote 7) 13,346 5,673 
Long-term debt due within one year Wote 8) 8,243 10,029 
237,453 191,936 
Long-term debt (Note 8) ' 74,990 82,340 
Deferred income taxes (Note 7) 33,023 29,538 
Shareholders’ equity 
Class A Subordinate Voting Shares (Note 10) 185,851 180,265 
Class B Shares (Note 10) 2,583 2,583 
Retained earnings 186,554 120,595 
Currency translation adjustment (ote 13) (7,783) 46 
367,205 303,489 
$ 712,671 $ 607,303 


Commitments and contingencies (Notes 8 and 18) 


SEE ACCOMPANYING NOTES 


On behalf of the Board: 
Donald J. Walker Manfred Gingl 
Director Director 


Tesma International Inc. Incorporated under the laws of Ontario 
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Years ended july 31st 2000 1999 1998 
(Canadian dollars in thousands, except per share and share figures) 
Sales (Note 17) $ 1,127,785 $ 893,671 $ 645,894 
Cost of goods sold Wote 17) 857,757 694,567 502,164 
Depreciation and amortization 43,513 35,391 23,676 
Selling, general and administrative 76,314 65,720 51,299 
Interest, net (Notes 8, 17) 3,271 ZL )E: (356) 
Amortization of discount on Convertible 

Series Preferred Shares (ote 9) - - 1,232 
Affiliation fees and other charges Wote 17) 13,343 Lt2s 8,415 
Litigation settlement Wote 19) - = 9,132 
Income before income taxes 133,587 84,485 50,332 
Income taxes (Note 7) 48,693 32,1o4 20,678 
Net income 84,894 52,334 29,654 
Dividends on Convertible Series Preferred 

Shares (net of return of capital) (Note 9) - - (2,876) 
Net income attributable to Class A 

Subordinate Voting Shares and Class B Shares 84,894 52,334 26,778 
Retained earnings, beginning of year 120,595 77,085 Bacau 
Dividends (15,712) (8,824) (5,414) 
Surrender of stock options (Note 10) (3,223) - - 
Retained earnings, end of year $ 186,554 $ 120,595 $ 77,085 
Earnings per Class A Subordinate 

Voting Share or Class B Share Wote 11) 

Basic $ 2.95 $ 1.83 $ 1.14 
Fully diluted $ 2.83 Su aalst6 Sietos 


Average number of Class A Subordinate 
Voting Shares and Class B Shares 
outstanding during the year (in millions) (Note 11) 

Basic : 
Fully diluted 


SEE ACCOMPANYING NOTES 
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Years ended July 31st 2000 1999 1998 
(Canadian dollars in thousands, except per share Le share figures) 
Cash Provided From (Used For): 
Operating Activities 
Net income $ 84,894 $ 52,334 $ 29,654 
Items not involving current cash flows Wote 15) 51,747 41,274 28,656 
136,641 93,608 58,310 
Net change in non-cash working capital (ote 15) 10,568 170 (6,355) 
147,209 93,7 18 51,955 
Investing Activities 
Fixed asset additions (81,947) (67,455) (64,960) 
Increase in other assets (1,288) (5,126) (5,636) 
Purchase of subsidiaries (ote 3) (800) (44,608) (7,947) 
Proceeds from disposition of fixed 
and other assets 3,065 1,198 1,979 
Cash and cash equivalents acquired 
on acquisition of subsidiaries (Note 3) ~ 3,863 2,665 
(80,970) (112,128) (73,899) 
Financing Activities 
Repayment of notes receivable from employees = = 242 
Increase (decrease) in bank indebtedness 19,353 14,616 (1,467) 
Issues of long-term debt Wote 8) 1,377 64,657 2,388 
Repayments of long-term debt (ote 8) (7,617) (17,650) (5,928) 
Issuance of Class A Subordinate 
Voting Shares, net of related costs (Note 10) 5,586 898 3,470 
Dividends on Class A Subordinate Voting 
Shares and Class B Shares (15,712) (8,824) (5,414) 
Dividends on Convertible Series 
Preferred Shares = (4,418) 
Surrender of stock options (Note 10) (3,223) = - 
(236) 53,697 (11,127) 
Effect of exchange rate changes on cash and cash equivalents (1,481) (763) 1,259 
Net increase (decrease) in cash and cash equivalents 
during the year 64,522 34,584 (31,812) 
Cash and cash equivalents, beginning of year 78,582 43,998 75,810 
Cash and cash equivalents, end of year $ 143,104 $ 78,582 $ 43,998 


SEE ACCOMPANYING NOTES 
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1. Significant Accounting Policies 


The significant accounting policies followed by the Company are set out under “Significant Accounting Policies” preceding these consolidated 
financial statements. 


2. Jointly Controlled Entities 
The consolidated financial statements include the Company’s proportionate share of the revenues, expenses, assets and liabilities of its jointly 


controlled entities as follows: 


Results of Operations 


(Canadian dollars in thousands) 2000 1999 1998 
Sales $ 385,099 $ 337,776 $/=300'397 
Cost of goods sold, other expenses and income taxes 350,395 309,594 277,226 


Net income, after tax allocation $ 34,704 $ 28,182 Si 23h 
a... ATT 


Financial Position 


(Canadian dollars in thousands) 2000 1999 

' Assets 
Current assets $ 101,215 $ . 79,451 
Long-term assets 29,135 25,573 


Total assets $ 130,350 $ 105,024 
FE OLA 


Liabilities and Equity 


Current liabilities S) 53,741 $35,441 
Loans from partners 20,442 20,217 
Equity @ 56,167 49,366 
Total liabilities and equity $ 130,350 $ 105,024 


NED 


Statements of Cash Flows 


(Canadian dollars in thousands) 2000 1999 1998 
Cash provided from (used for): 

Operating activities $ 51,676 $ 34,295 Sie 41730 

Investing activities (8,67 1) (6,513) (7,369) 

Financing activities (ii) (38,504) (32,076) (29,142) 

$ 4,501 $ (4,294) $ 5219 


— — — OE SE 


@ Included in equity are undistributed earnings of $54.2 million (1999 — $43.2 million). 


(i) Included in cash flows from financing activities is a net cash distribution to the Company of $38.5 million (1999 — $32.1 million; 1998 — $27.5 million). 


Pursuant to agreements amongst the partners of one of the jointly controlled entities, net income is to be distributed annually to 
the partners and each partner is required to loan back to the entity approximately 35% of such distribution, unless otherwise determined by 
the management committee of the entity. No amounts were required to be loaned back during the years ended July 31, 2000, 1999 or 1998. 
The management committee is responsible for overseeing and directing the operations and management of the entity and is comprised of 
four members of which the Company is entitled to appoint two. The repayment of this entity$ partners’ capital of $7.4 million (1999 — $7.4 
million) and loans are subject to the approval of the management committee. 

Shareholders’ loans of $4.2 million (1999 — $4.0 million) in another jointly controlled entity are repayable August 1, 2000 or earlier 
at the option of the entity. On September 5, 2000, the terms of the loans were extended to August 1, 2002. 


| 
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3. Business Acquisitions 

(a) Fiscal 1999 Acquisitions k 

In October 1998, the Company completed the acquisition of 100% of the outstanding shares of Triam Automotive Corporation (Sterling 
Heights) from Magna International Inc. (Magna) for cash consideration of $32.2 million. Sterling Heights is a U.S.-based manufacturer of 
powertrain and other components for the automotive industry. 

Under the terms of the acquisition from Magna, the Company agreed to pay an additional amount not to exceed $4 million in 
respect of the five-year period commencing February 1, 1998 if Sterling Heights achieves certain predetermined levels of earnings. To date, 
payments totalling $1.6 million have been made as earnings have exceeded the predetermined levels in each of the first two years. 

In January 1999, the Company completed the acquisition of 100% of the outstanding shares of Hanwha Automotive Components 
Corporation (HACC), a South Korean-based manufacturer of oil and water pump systems, for cash consideration of $11.6 million. 

Under the terms of the acquisition, the Company has agreed to pay additional amounts in respect of the four-year period commen- 
cing January 1, 1999 equal to 50% of the amount that adjusted earnings exceed a predetermined threshold. The total to be paid cannot exceed 
$3 million ($2 million U.S.). As at July 31, 2000 no amounts had been paid or accrued. 

These acquisitions have been accounted for under the purchase method of accounting and the results of operations are included in 
the Company’ consolidated financial statements since August 1, 1998 for Sterling Heights and January 1, 1999 for HACC. Details of the net 


effect of these transactions, including the $1.6 million of contingent consideration, are as follows: 


(Canadian dollars in thousands) 


Non-cash working capital $ 6,642 
Fixed assets 57,573 
Other assets 242 
Cash and cash equivalents 3,863 
Bank indebtedness (10,210) 
Long-term debt (including portion due within one year) (27,121) 
Deferred income taxes (1,796) 
Net identifiable assets acquired 29,193 
Goodwill upon acquisitions 16,215 
Net purchase price $ 45,408 


If these acquisitions had occurred on August 1, 1998, the unaudited proforma sales of the Company for fiscal 1999 would have been 


$906.5 million and net income would have increased by $0.5 million. 


(b) Fiscal 1998 Acquisitions 

In February 1998, the Company completed the acquisition of 100% of the outstanding shares of Hughes Manufacturing, Inc., a U.S.-based 
manufacturer of automotive vent and filler tubes for cash consideration of $7.7 million. In January 1998, the Company completed the acquisi- 
tion of the remaining outstanding shares and shareholder advances of ATM Aluminium Technique Moselle S.a.r.l. (ATM) for cash consideration 
of $0.3 million. These acquisitions have been accounted for under the purchase method of accounting and the results of operations are included 
in the Company’ consolidated financial statements since January 1, 1998 and January 31, 1998, respectively. Details of the net effect of these 


transactions as at the dates of acquisition are as follows: 


(Canadian dollars in thousands) 


Non-cash working capital $ 501 
Fixed assets 2,592 
Other assets 225 
Cash and cash equivalents 2,665 
Long-term debt (including portion due within one year) (1,475) 
Net identifiable assets acquired 4,508 
Goodwill upon acquisitions 3,439 
Net purchase price $ 7,947 


If these acquisitions had occurred on August 1, 1997, the unaudited proforma sales of the Company for fiscal 1998 would have been $652.8 
million and net income would have increased by $0.9 million. 


37 | lesma International In i1R 2000 


4 , i Ad Seay ie eed | Cc Sere = a a 
Notes to Consolidated Financial ate S 
4. Inventories 
Inventories consist of: 

(Canadian dollars in thousands) 2000 1999 
Raw materials and supplies $ 28,804 Se26,275 
Work-in-process 13,678 13,933 
Tooling and other 17,336 15,143 
Finished goods 23,814 20,692 


$ 83,632 $ 76,043 


EOE 


5. Fixed Assets 
Fixed assets consist of: 


(Canadian dollars in thousands) 2000 1999 
Land $ 20,886 $ 19,491 
Buildings 59,110 62,156 
Machinery and equipment (i) 353,914 300,106 

- Construction in progress 40,751 32,767 
474,661 414,520 

Accumulated depreciation (@) (i) 168,604 138,223 
$ 306,057 $ 276,297 


I ee re ae ee a ee eS OIE 
@ Machinery and equipment includes $18.9 million (1999 — $18.8 million) for assets under capital leases and accumulated depreciation includes $3.5 million 


(1999 — $1.2 million) for assets under capital leases. 
(i) Accumulated depreciation includes $10.7 million (1999 — $9.7 million) for buildings and $157.9 million (1999 — $127.3 million) for machinery and equipment. 


6. Other Assets 
Other assets consist of: 


(Canadian dollars in thousands) 2000 1999 
Goodwill . : $ 24,442 $ 23,819 
Accumulated amortization (4,950) (3,319) 
19,492 20,500 

Deferred preproduction costs (net of accumulated amortization of $2,006 (1999 — $669)) 4,681 6,018 
Investments 156 638 
Other 2,955 5,017 
$ 27,284 Smesz. lis 
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7 Income Taxes 
(a) Rate Reconciliation 


The provision for income taxes differs from the expense that would be obtained by applying Canadian statutory rates as a result of the following: 


2000 1999 1998 

Canadian statutory income tax rate 44.5% 44.6% 44.6% 
Manufacturing and processing profits deduction (8.8) (9.0) (9.0) 
Expected income tax rate 35.7 35.6 35.6 
Amortization of discount on Convertible Series Preferred Shares - “= 0.9 
Foreign rate differentials 0.4 0.8 3.2 
Losses of subsidiaries not tax benefited 0.4 2.3 1s 
Other : = (0.6) (0.1) 
Effective income tax rate 36.5% 38.1% 41.1% 
(b) Provision 
The details of the income tax provision are as follows: 
(Canadian dollars in thousands) 2000 1999 1998 
Current provision 

Canadian federal taxes $ 20,940 $ 11,487 $ 7,678 

Provincial taxes 12,528 6,949 4,579 

Foreign taxes 10,521 9,399 7,044 

43,989 PATP ASE) 19,301 

Deferred provision 

Canadian federal taxes 2,805 2,101 1,090 

Provincial taxes 1,715 1,282 665 

Foreign taxes 184 933 (378) 

4,704 : 4,316 V3 
$ 48,693 SSS $ 20,678 


(c) Deferred Provision 


Deferred income taxes have been provided on timing differences which consist of the following: 


(Canadian dollars in thousands) 2000 1999 1998 
Tax deferred income $ 3,763 Sent 330 So G14) 
Tax depreciation in excess of book depreciation 236 774 332 
Preproduction costs (net of amortization), capitalized for accounting, 
deducted for tax (477) 1,049 991 
Other 1,182 1,163 168 
$ 4,704 S436 $ LEI ATE 


(d) Taxes Paid 
Income taxes paid in cash were $31.9 million for 2000 (1999 — $18.3 million; 1998 — $16.7 million). 


(e) Loss Carryforwards 
At July 31, 2000, certain subsidiaries of the Company have tax loss carryforwards, in various jurisdictions, of approximately $27.3 million. 
Of these losses, $24.2 million have no expiry date and $3.1 million expire between 2003 and 2007. The tax benefits of $24.0 million of these 


losses have not been recognized in the consolidated financial statements because, at the time the losses were incurred, the Company was not 
virtually certain of recognizing the benefit of the losses. 
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8. Debt 

(a) Long-Term Debt 

The Company’s long-term debt consists of the following: 

(Canadian dollars in thousands) 2000 1999 

6.22% Senior Unsecured Notes (Note 8()) $ 60,000 $ 60,000 

Bank term debt (Note 8@) 14,288 19,876 

Obligations under capital leases 7,668 9,863 

Other debts 1,277 2,630 
83,233 92,369 

Amount due within one year 8,243 10,029 


$ 74,990 $ 82,340 
EI 


(b) 6.22% Senior Unsecured Notes 
On May 25, 1999, the Company completed a long-term financing of $60 million 6.22% Senior Unsecured Notes (the Notes) due May 25, 


- 2006. These Notes require the Company to maintain certain convenants. 


(c) Bank Term Debt 
Bank term debt consists of amounts denominated in the following currencies: 
Weighted Average 


(Canadian dollars in thousands) Final Maturity Interest Rate 2000 1999 


Austrian Schillings @ 2004 5.23% $ 5,103 Semeceit 
Korean Won (i) 2003 11.56% 4,649 6,607 
German Deutschmarks (ii) 2008 6.64% 2,978 4,231 
Other 2008 4.01% 1,558 alae 


$ 14,288 $ 19,876 
a 


(i) Austrian Schillings 
Long-term debt of $3.0 million (AS 30 million) (1999 — $4.7 million (AS 40 million)) is advanced under a total line of $3.0 million. Interest 
is currently payable at Euribor (Euro Interbank Offered Rate) plus 0.75%. The loan is repayable in equal semi-annual installments and matures 
December 31, 2002. 

Additional long-term debt of $2.1 million (AS 21.4 million) (1999 — $3.6 million (AS 31.1 million)) is advanced under total lines 
of $2.1 million. Interest is payable at both fixed and floating rates of interest. A portion of the loans are collateralized by certain land, building 
and machinery and equipment and requires the maintenance of certain financial ratios. The loans are repayable in equal semi-annual install- 


ments and mature at various dates between January 1, 2002 and December 31, 2003. 


(ii) Korean Won 
Bank term debt of $4.6 million (3.5 billion won) (1999 — $6.6 million (5.2 billion won)) is advanced under total lines of $4.6 million. Interest is cur- 


rently payable at fixed and floating rates ranging from 10.95% to 13.50%. The principal amounts are repayable in regular quarterly and semi-annual 
repayments and mature at various dates through October 25, 2002. This debt is collateralized by certain land and specific equipment of HACC. 


(iii) German Deutschmarks 
Bank term debt of $3.0 million (DM 4.3 million) (1999 — $4.2 million (DM 5.1 million)) is advanced under total lines of $3.0 million. Interest 


is currently payable at fixed rates ranging from 3.83% to 7.32%. The principal amounts are repayable at various intervals over the next eight 


years. This debt is collateralized by land, building and specific assets of certain subsidiaries. 


(d) Obligations Under Capital Leases 


Obligations under capital leases consist of amounts denominated in the following currencies: 


Weighted Average 


(Canadian dollars in thousands) Final Maturity Interest Rate 2000 1999 
U.S. Dollars @ 2002 - 2005 9.06% $ 5,807 Se 77306 
German Deutschmarks 2006 5.75% 1,363 1,863 
Korean Won (i) 2001 - 2004 12.83% 498 3 694 

$ 7,668 $ 9,863 


(@ Interest is payable at floating rates currently ranging from 7.51% to 10.22%. 


(i) Interest is payable at fixed rates ranging from 11.94% to 13.24%. 
In 2000, the Company did not complete any capital lease transactions (1999 — $2.2 million). 


(e) Principal Repayments 


Future annual principal repayments on long-term debt are estimated to be as follows for the years ending July 31: 


(Canadian dollars in thousands) 


2001 $-8)243 
2002 6,634 
2003 3,441 
2004 1,398 
2005 1,667 
Thereafter 61,850 

$.83;235 


(f) Bank Indebtedness 

(i) The Company has an unsecured $50 million operating line of credit bearing interest at variable rates per annum not exceeding the bank’s 
prime rate of interest. At July 31, 2000, the Company had outstanding letters of credit in the amount of $0.4 million drawn under this line 
of credit and $30.9 million of this line was unused and available. The Company also has foreign exchange facilities in the amount of $30 
million (see Note 12(a)). 


(ii) Litens Automotive Partnership (LAP) has an unsecured $15 million operating line of credit bearing interest at variable rates per annum not 
exceeding the bank’s prime rate of interest. The related credit agreement provides for the maintenance of certain financial ratios. As at July 
31, 2000, LAP had outstanding letters of credit in the amount of $0.1 million drawn under this line of credit and $14.9 million was 
unused and available. LAP also has foreign exchange facilities in the amount of U.S.$100 million (see Note 12(a)). One of LAP’s sub- 
sidiaries has unsecured demand lines of credit totalling $4.9 million (DM 7 million) all of which were unused and available at July 31, 
2000. Interest is payable at both the Euribor plus 1.5% and at a fixed rate of 6.25%. 


(iii) The Company has various operating lines of credit for its European subsidiaries denominated in both German deutschmarks and Austrian 
schillings of $15.1 million. As at July 31, 2000, $3.8 million of these lines were unused and available. Interest is payable at floating rates 
based on the Euribor plus 0.375% to the Euribor plus 0.5% for operating lines of credit denominated in Austrian schillings. Interest on 
German deutschmark denominated operating lines of credit is payable at floating rates between 6.75% and 9.50%. Accounts receivable 


and certain assets of subsidiaries have been pledged as collateral under these lines of credit. 


(iv) HACC has various operating lines of credit denominated primarily in Korean won of $37.4 million (28.3 billion won). As at July 31, 
2000, $17.1 million of these lines were unused and available. Interest is currently payable at variable rates, which are adjusted at periodic 


intervals, between 8.3% and 10.0%. Certain assets of this subsidiary have been pledged as collateral under certain of these lines of credit. 
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(g) Interest, net 
Net interest expense (income) includes: 


(Canadian dollars in thousands) 2000 1999 1998 
Interest on long-term debt $ 6,036 $ 2,621 $ 890 
Other interest income, net — external (2,765) (352) (1,271) 
Interest expense — Magna = 26 25 


Interest, net $ 3,271 $ 2,295 $ (356) 
ns 


Interest paid (received) in cash was $3.0 million for 2000 (1999 — $1.4 million; 1998 — $(0.4) million). 


9. Convertible Series Preferred Shares 
The Company is authorized to issue an unlimited number of Preferred Shares in series, but currently has none outstanding. 

On June 30, 1998, Magna and the other three holders (all related to a director of the Company) converted all outstanding 
Convertible Preferred Shares (Series 1, 2 and 3) into 5,349,204 Class A Subordinate Voting Shares at a price of $11.025 (of which Magna 
_ received 4,447,644 shares). The carrying value on the Company’s books on that date of $59.5 million (consisting of a debt portion of $58.4 mil- 
lion, a warrant portion of $0.7 million and a dividend stream portion of $0.4 million) has been reflected as the consideration for the 
Class A Subordinate Voting Shares issued upon the conversion. The discount on the portion classified as debt was amortized to income system- 
atically until the date of conversion. 


10. Capital Stock 

(a) Class A Subordinate Voting Shares and Class B Shares 

Class A Subordinate Voting Shares without par value (unlimited amount authorized) have the following attributes: 
G) Each share is entitled to one vote per share at all meetings of shareholders; and 
(ii) Each share shall participate equally as to cash dividends with each Class B Share. 


Class B Shares without par value (unlimited amount authorized) have the following attributes: 
(i) Each share is entitled to 10 votes per share at all meetings of shareholders: 
Gi) Each share shall participate equally as to cash dividends with each Class A Subordinate Voting Share; and, 
(ili) Each share may be converted at any time into fully-paid Class A Subordinate Voting Shares on a one-for-one basis. 


In the event that either the Class A Subordinate Voting Shares or the Class B Shares are subdivided or consolidated, the other class 


shall be similarly changed to preserve the relative position of each class. 


Outstanding Class A Subordinate Voting Shares and Class B Shares included in shareholders’ equity consists of: 


Class A Subordinate Voting Shares Class B Shares 
(Canadian dollars in thousands, except number of shares) Number of Shares Consideration Number of Shares Consideration 
Balance, July 31, 1997 8,602,575 Saeed 14,223,900 § 2,583 
Conversion of Convertible Series Preferred Shares (Note 9) 5,349,204 59,484 
Exercise of Incentive Stock Options (Note 10(b)) 330,500 3,470 
Balance, July 31, 1998 _ 14,282,279 179,367 14,223,900 2,583 
Exercise of Incentive Stock Options (Note 10()) 85,500 898 
Balance, July 31, 1999 14,367,779 180,265 14,223,900 2,583 
Issuance of Class A Subordinate Voting Shares to Magna (ji) 4,352,644 = 
Cancellation of Class A Subordinate Voting Shares (j) (4,352,644) = 
Exercise of Incentive Stock Options (Note 10) 532,000 5,586 


Balance, July 31, 2000 14,899,779 $ 185,851 14,223,900 § 2,583 
a ae ee ee ee aero ee tye er OS 


cs 


Ww 


—— 


(i) On June 19, 2000, the Company completed a reorganization of a portion of its Class A Subordinate Voting Shares to assist Magna in a reorganization of its hold- 
ings of Tesma Class A Subordinate Voting Shares prior to the sale of these shares by way of a public secondary offering. The Company, through a series 
of transactions, issued 4,352,644 new Class A Subordinate Voting Shares to Magna in exchange for all outstanding common shares of Magna’s wholly owned sub- 
sidiary 1422662 Ontario Inc. (1422662) whose only asset was 4,352,644 previously issued Tesma Class A Subordinate Voting Shares. Immediately subsequent 
to the acquisition, 1422662 was wound up into the Company and the 4,352,644 previously issued Tesma Class A Subordinate Shares were cancelled. Magna 


has indemnified the Company, its officers, directors and other shareholders against any liabilities which may arise in connection with this reorganization. 


(b) Incentive Stock Option Plan 

Under the Company’ amended and restated Incentive Stock Option Plan, the Company may grant options to purchase Class A Subordinate 
Voting Shares to present and future officers, directors, other full-time employees or consultants of the Company. The maximum number of 
shares reserved to be issued for options is 3,000,000 subject to certain adjustments. The number of unoptioned shares available to be reserved 
at July 31, 2000 was 472,000 (1999 — 1,017,500). 

All options granted are for a term of 10 years from the date of grant. In general, management options vest 20% on the date of the 
grant and 20% on August 1 of each of the four calendar years following the grant date. However, 750,000 of the options granted to a director 
in 1997 vested 33 1/3% on the grant date and 16 7/3% on each of the following four anniversaries of the grant; and, 70,000 options granted 
to directors in 2000 vested 50% on the grant date with the remaining 50% vesting on August 1, 2001. All options allow the holder to purchase 
Class A Subordinate Voting Shares at a price equal to or greater than the market price of such shares at the date of the grant. 


The following is a continuity schedule of the options outstanding: 


Number of Range of Weighted Average Options 

Options Exercise Price Exercise Price Exercisable 
Balance, July 31, 1997 1,754,000 $ 10.50 $ 10.50 864,000 
Granted 107,500 S21 Om eS 22150 § 22.35 
Exercised (330,500) $ 10.50 § 10.50 (330,500) 
Vested 324,000 
Balance, July 31, 1998 1,531,000 $10.50 - $ 22:50 § 11.33 857,500 
Granted 87,500 Salit.25 Salve 
Exercised (85,500) $ 10.50 $ 10.50 (85,500) 
Vested 341,500 
Balance, July 31, 1999 1,533,000 Sa050.) —11S)22:50 Smtan2 1,113,500 
Granted 545,500 $19.00 - $26.00 $ 25.13 
Exercised (532,000) $ 10.50 § 10.50 (532,000) 
Surrendered (@ (325,000) $ 10.50 $ 10.50 (325,000) 
Vested (ii) 436,600 
Balance, July 31, 2000 1,221,500 $10.50 - $26.00 $ 18.56 693,100 


i 


(@) On June 15, 2000, due to the timing of a public offering of Tesma Class A Subordinate Voting Shares, the Human Resources and Compensation Committee 
(HRC Committee) of the Company asked the CEO of the Company to consider their proposal to surrender 325,000 stock options for the purchase of Class A 
Subordinate Voting Shares in exchange for a cash payment equal to their intrinsic value. This proposal was presented to the CEO as an alternative to his stated 
plans to exercise 325,000 stock options and sell the acquired Class A Subordinate Voting Shares through the public markets. To effect this surrender, the HRC 
Committee granted 325,000 Stock Appreciation Rights (SARs) in connection with 325,000 previously issued stock options. The CEO immediately exercised 
these SARs and surrendered the underlying stock options for proceeds of $5.0 million, resulting in a $3.2 million net charge to retained earnings. A portion 
of the proceeds on surrender was used to repay indebtedness to the Company of $1.3 million, including accrued interest, and to pay withholding taxes arising 


on the surrender of the stock options. 


(i) On June 1, 2000, the vesting date for 125,000 options previously granted to Frank Stronach & Co. (FS & Co.) was accelerated to June 5, 2000 from October 
24, 2000, thus allowing FS & Co. to participate in the June 19, 2000 public offering of Tesma Class A Subordinate Voting Shares by several selling shareholders 


and thereby providing a more orderly and efficient distribution of FS & Co.’s shares in the public market. 
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The following table summarizes significant ranges of outstanding and exercisable options held by directors, officers and employees as 
of July 31, 2000: 


Options Outstanding 


Number of 
Number of Remaining Options 

Exercise Price Options Contractual Life Exercisable 
$ 10.50 400,000 5.0 400,000 

$ 10.50 81,000 6.0 63,500 
Swilitoes 87,500 8.0 35,000 

$ 19.00 67,500 9.0 13,500 
Se2170 20,000 7.0 12,000 
Se2250 87,500 7.0 52,500 

$ 26.00 478,000 10.0 116,600 


1,221,500 693,100 
Weighted average exercise price Sin 6-56 S472 
Weighted average remaining contractual life 7.6 6.3 
8 


On August 31, 2000, a grant of 300,000 stock options to purchase Class A Subordinate Voting Shares was made to Stronach & Co. 
at an exercise price of $26.45. 


(c) Non-Employee Director Share-Based Compensation Plan 

Under this plan, established during the year, non-employee directors can elect to receive a portion of their annual retainers and other compen- 
sation in the form of deferred share units (DSUs) which are credited to the directors account, and the Company records a liability. 

The number of DSUs issued is based upon the market value of the Company’ shares at each allocation date. One DSU has a cash value equal 
to the market price of one of the Company’s Class A Subordinate Voting Shares. Upon retirement, non-employee directors receive a cash pay- 
ment equal to the market value of their DSUs. During 2000, $0.2 million was recorded as compensation expense (including revaluation 

of the DSUs to their fair values at July 31, 2000) under this plan. At July 31, 2000, 8,509 DSUs, having a total value of $0.2 million were 
issued and outstanding. 


(d) Maximum Number of Shares 
The following table presents the maximum number of shares that would be outstanding if all the outstanding options at July 31, 2000 were 


exercised: 

Number of Shares 
Class A Subordinate Voting Shares outstanding at July 31, 2000 14,899,779 
Class B Shares outstanding at July 31, 2000 14,223,900 
Options to purchase Class A Subordinate Voting Shares 1,221,500 


30,345,179 
ee ee PS ee 
11. Earnings Per Share 
(a) Basic Earnings Per Share 
Earnings per Class A Subordinate Voting Share or Class B Share have been calculated using the weighted average number of Class A 
Subordinate Voting Shares outstanding during the year, plus the weighted average number of Class B Shares outstanding during the year. 


(b) Fully Diluted Earnings Per Share 

The calculation of fully diluted earnings per share assumes that, if a dilutive effect is produced, all Convertible Series Preferred Shares had been 
converted, and all outstanding options had been exercised at the later of the beginning of the year and the issue date. There is an allowance 

for imputed earnings equal to the amortization of the discount on the Convertible Series Preferred Shares, plus the dividends declared less the 
portion considered a return of capital and imputed after-tax earnings on the proceeds that would be received through the assumed exercise of 
the stock options based on an assumed after-tax rate of return of 3.6% for the year ended July 31, 2000 (1999 — 3.2%: 1998 — 3.0%). 
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12. Financial Instruments 

(a) Hedging 

The Company has cash flows denominated in U.S. dollars, German deutschmarks and Euros. The Company, including LAP, utilizes foreign 
exchange forward contracts for the sole purpose of hedging a significant portion of its projected exposure over a five-year period. This exposure 
is based on U.S. dollar, deutschmark and Euro denominated contractual commitments to deliver products to the Company’ customers or buy 
products from the Company’s suppliers. As at July 31, 2000, the Company had outstanding foreign exchange forward contracts representing a 
commitment to sell approximately U.S.$84.7 million and 7.3 million Euros, at weighted average rates of exchange of CDN$1.45 and CDN$1.63, 
respectively, and to buy approximately U.S.$149.6 million, 1:5 million deutschmarks and 1.0 million Euros at weighted average rates of 
exchange of CDN$1.44, CDN$0.83 and CDN$1.63 respectively. These contracts mature over the next five years as follows: 


U.S. dollars Deutschmarks Euros 
(Amounts in millions, except rates) Amount Rate 3 Amount Rate Amount Rate 
2001 U.S.$ (36.8) 1.43 : € (2.8) 1.63 
2001 Silat 1.45 DM 5 0.83 1.0 1.63 
2002 (22.9) 1.45 (4.5) 1.63 
2002 40.0 1.44 
2003 (18.6) 1.49 
2003 24.9 1.44 
2004 (6.4) 1.47 
2004 21.6 1.43 
2005 12.0 1.40 
USS 64.9 DM 1.5 € (6.3) 


Foreign exchange contracts’ fair values represent an approximation of the amounts the Company would have paid to or received 
from counterparties to unwind its positions at July 31, 2000. The fair value of the Company’ net benefit for all foreign exchange contracts 
at July 31, 2000 was approximately $3.9 million. If these contracts ceased to be effective as hedges (i.e., if the related projected cash flows 
changed significantly), previously unrecognized gains or losses pertaining to the portion of the hedging transactions in excess of projected for- 


eign denominated cash flows would be recognized in income at the time this condition was identified. 


(b) Fair Value 

The Company has determined the estimated values of its financial instruments based on appropriate valuation methodologies. However, considerable 
judgment is required to develop these estimates. Accordingly, these estimated values are not necessarily indicative of the amounts the Company 
could realize in a current market exchange. The estimated fair value amounts can be materially affected by the use of different assumptions or 
methodologies. The methods and assumptions used to estimate the fair value of each class of financial instruments are discussed below. 

Short-term financial assets and liabilities, including cash and cash equivalents, accounts receivable, bank indebtedness, accounts 
payable and accrued liabilities, are valued at their carrying amounts as presented in the consolidated balance sheets. The carrying values are 
reasonable estimates of fair value due to the short period to maturity of the financial instruments. 

Fair value information is not readily available for the Company's long-term monetary assets included in other assets. However, man- 
agement believes the market value of investments to be in excess of the carrying value. The carrying value of other long-term monetary assets 
are estimated using current rates and approximate the carrying value for all years. 

Rates currently available to the Company for long-term debt with similar terms and remaining maturities have been used to estimate 
the fair value of the long-term debt which approximates the carrying value for all years, except for the 6.22% Senior Unsecured Notes which 
have a fair value of approximately $58.0 million at July 31, 2000. 

The Company enters into foreign exchange forward contracts to manage foreign currency risk. If the Company did not use forward 
contracts, its exposure to financial risks would be higher. The Company does not enter into forward contracts for speculative purposes. The 
fair values of foreign exchange forward contracts represent an approximation of the amounts that the Company would have paid to or received 
from counterparties to unwind its positions prior to maturity. The fair value of the Company’s net benefit for all foreign exchange contracts, 


none of which is recorded, is discussed in Note 12(a). 
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(c) Credit Risk 
The Company’ financial assets that are exposed to credit risk consist primarily of cash and cash equivalents, accounts receivable and foreign 
exchange forward contracts with positive fair values. 

The Company, in the normal course of business, is exposed to credit risk from its customers substantially all of which are in the auto- 
motive industry. These accounts receivable are subject to normal industry credit risks. 

Cash and cash equivalents which consist of short-term investments, including commercial paper and certified deposits, are only 
invested in governments and corporations with a minimum credit rating of R1 (low) by the Dominion Bond Rating Service (DBRS) or its equiv- 
alent and in the United States, banks with a Financial Strength Rating of A by Moody’ Investors Service or its equivalent. Credit risk 
is further reduced by limiting the amount which is invested in any one government or corporation. 

The Company is also exposed to credit risk from the potential default by any of its counterparties on its foreign exchange forward 
contracts. The Company mitigates this credit risk by generally dealing only with counterparties which are Canadian banks with a minimum 
credit rating of R1 (mid) by the DBRS or its equivalent and which are included on an authorized list of counterparties maintained by the 
Company. The Company also monitors its relative positions with each counterparty. The maximum credit risk, based on the theoretical 
amount, term and exchange rates, amounts to approximately $7.7 million. This risk is divided amongst five financial institutions. The 
Company does not anticipate non-performance by any of the counterparties to their contractual obligations. 


(d) Interest Rate Risk 
The Company has historically not utilized interest rate swap agreements to reduce the impact of changes in interest rates upon its floating-rate 
debt as the amount which is floating has been at more favourable rates. 

The following table summarizes the Company’s exposure to interest rate risk as at July 31, 2000: 


Fixed interest rate maturing in 


Floating 1 year 1to5 More than Non-interest 
(Canadian dollars in thousands) rate or less years 5 years bearing Total 
Financial assets 
Cash and cash equivalents $ 143,104 $ 143,104 
Accounts receivable $ 142,657 142,657 
Other assets 844 1,350 2,194 
Financial liabilities 
Bank indebtedness (50,207) (50,207) 
Accounts payable and all other 
accrued liabilities and payables (179,003) (179,003) 
Long-term debt (12,225) $ (3,566) $) (5/592) $ (61,850) (83,233) 
$ 81,516 $ (3,566) $ (5,592) $ (61,850) $ (34,996) $ (24,488) 
Average fixed rate of long-term debt 6.96% 7.29% 6.19% 


13. Currency Translation Adjustment 
The following is a continuity schedule of the currency translation adjustment account included in shareholders’ equity: 


(Canadian dollars in thousands) 2000 1999 
Balance, beginning of year $ 46 See, 438 
Translation adjustments (7,829) (2,392) 
Balance, end of year : $ (7,783) $ 46 


———eeeeeeeeeeeee 


Unrealized translation adjustments, which arise on the translation to Canadian dollars of assets and liabilities of the Company's 
self-sustaining foreign operations, resulted in an unrealized currency translation loss of $7.8 million (1999 — $1.9 million) primarily from the 
weakening of the Euro and other European legacy currencies against the Canadian dollar during the year. 
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14. Research and Development 
Gross research and development expenditures for the year ended July 31, 2000 were $19.9 million (1999 — $14.8 million; 1998 — $14.6 million). 
These expenditures were partially funded by governments or customers in the amount of $5.6 million (1999 — $1.0 million; 1998 — $0.5 million). 


15. Details of Cash from Operating Activities 
(a) Items Not Involving Current Cash Flows 


Items not involving current cash flows consist of: 


(Canadian dollars in thousands) 2000 1999 1998 
Depreciation and amortization $ 43,513 $35,391 ST 23,0m6 
Amortization of discount on Convertible Series Preferred Shares - - 1,232 
Deferred income taxes 4,704 4,316 Ce TAr/ 
Other 3,530 1,567 Peet 

$ 51,747 S74. 274 $ 28,656 


(b) Net Change in Non-Cash Working Capital 


The net change in non-cash working capital consists of: 


(Canadian dollars in thousands) 2000 1999 1998 
Accounts receivable $ (14,208) $ (40,034) $ (11,242) 
Inventories (12,239) (14,212) (11,959) 
Prepaid expenses and other (486) (2,827) 1,204 
Accounts payable and other accrued liabilities 18,356 42,643 14,794 
Accrued salaries and wages 12,334 7,141 (867) 
Income taxes payable 6,811 7,459 1,707 

$ 10,568 $ 170 $ (6,355) 


16. Segmented Information 

(a) Operating Segments ; 

The Company currently operates in one industry segment, the automotive powertrain business, designing and manufacturing parts and assemblies 
primarily for the automotive OEMs or their Tier 1 powertrain component manufacturers. 

The Company operates internationally and its manufacturing facilities are arranged geographically to match the requirements of the 
Company’s customers in each market. Each manufacturing facility has the capability to offer many different powertrain parts and assemblies 
as the technological processes employed can be used to make many different parts and assemblies. Additionally, specific marketing and distri- 
bution strategies are required in each geographic region. The Company currently operates in four geographic segments of which only 
two are reportable segments. The accounting policies for the segments are the same as those described in Note 1 to the consolidated financial 
statements and intersegment sales are accounted for at prices which approximate fair value. 

Executive management assesses the performance of each segment based on income before income taxes as the management of 
income tax expense is centralized. 


North American European Other 
(Canadian dollars in thousands) Automotive Automotive Automotive Total 
July 31, 2000 
Total Sales $ 883,295 $ 208,830 $ 42,748 $ 1,134,873 
Intersegment sales (4,241) (2,847) = (7,088) 
Sales to external customers $ 879,054 $ 205,983 $ 42,748 $ 1,127,785 
Depreciation and amortization $ 31,265 $ 7,760 $ 4,488 Seas 513 
Interest, net $ 1,042 $ (808) 3,037 $ 3,271 


$ 

Income before income taxes $ 116,111 $ 14,949 $ 
Fixed assets, net $ 208,393 Sw 55'97,7 $ 41,687 $ 306,057 

$ 

$ 


Fixed asset additions $ 54,292 $ 21,018 


Goodwill, net $ 17,788 $ 1,704 
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North American European Other 
(Canadian dollars in thousands) Automotive Automotive Automotive Total 
July 31, 1999 
Total Sales $ 665,590 $ 216,381 $ 17,490 $ 899,461 
Intersegment sales (2,611) (3,179) = (5,790) 


Sales to external customers 


Depreciation and amortization 


Fixed assets, net 
Fixed asset additions 


Goodwill, net $ 18,451 2,049 - $ 20,500 
——— 291500 


$ 662,979 
Si ee26nl tig, 


$ 184,581 
$ 52,069 


$ 213,202 
7,344 


52,489 
14,302 


$ 
$ $ $ 
Interest, net $ 1,093 $ (123) $ 1,325 $ 2,295 
pee ere Sn tS. tesdo sea «Ss ee a 
$ $ S 
> $ $ 
$ $ 


July 31, 1998 
Total Sales $ 466,515 $ 183,541 $ - $ 650,056 
Intersegment sales (70) (4,092) = (4,162) 
Sales to external customers $ 466,445 $ 179,449 S - $ 645,894 
Depreciation and amortization Sit 24s $ 6,428 $ 5 SS) 23/676 
Interest, net $ (1,986) $ 1,630 $ = $ (356) 
Income before income taxes $ 40,810 $ 9,613 $ (91) $ 50,332 
Fixed assets, net $ 141,920 $ 44,643 $ 20 $ 186,583 
Fixed asset additions $ 56,338 $ 8,603 $ 19 $ 64,960 
Goodwill, net $ 4,355 $ 2,394 $ = $ 6,749 


(b) Geographic and Customer Information 


The final destination of the Company’ sales to its external customers are as follows: 


(Canadian dollars in thousands) 2000 1999 1998 
Canada $ 61,822 $ 50,748 Sm 45)290 
United States 695,896 499,358 303,254 
Europe 301,838 287,361 243,291 
Other foreign countries 68,229 56,204 54,059 

$1,127,785 $ 893,671 S$ 645,894 


In 2000, sales to the Company’ four largest customers (including their global subsidiaries) amounted to 38%, 20%, 9% and 8% of 
total sales (1999 — 35%, 21%, 11% and 11%; 1998 — 30%, 19%, 12% and 7%). 


17. Related Party Transactions 
The Company completed transactions with Magna, the Company’ controlling shareholder, and other companies under Magna’ control during 


the year as follows: 


(Canadian dollars in thousands) 2000 1999 1998 
Sales $ 18,901 $ 18,987 S 13,509 
Purchases of materials $ 5,191 $ 6,127 $ 6,088 


Interest, affiliation fees and other charges $ 13,343 Sue 131,239 cS 8,440 
a eee 
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The outstanding balances related to these transactions at the end of the year are as follows: 


(Canadian dollars in thousands) 2000 1999 
Accounts receivable $ 2,265 S$ 1,989 
Accounts payable $ 890 $ 1,934 


ee 


The Company is party to an affiliation agreement and other arrangements with Magna that provide for the payment by the Company 
of an affiliation fee and certain other negotiated charges in exchange for, among other things, Magna granting the Company a non-exclusive 
world-wide licence to use certain Magna trademarks, and Magna providing certain management and administrative services Gncluding, among 
other things, utilization of Magna’s foreign exchange forward credit facilities, if available) to the Company. The affiliation fee is computed solely 
as a specified percentage of consolidated net sales of the Company. The current affiliation agreement came into effect for a five-year term com- 
mencing August 1, 1997. Other charges will continue to be negotiated annually and will be based on the level of benefits or services provided 
by Magna to the Company. Additionally, under the terms of a social fee agreement, the Company pays Magna a fee based on a specified per- 
centage of pretax profits. This social fee represents a contribution to social and charitable programs coordinated by Magna on behalf of Magna 
and its affiliated companies, including the Company. During the year, Tesma completed a reorganization of a portion of its Class A Subordinate 
Shares at Magna’s request, as described in Note 10 (a). 

Sales to and purchases from Magna and the resulting accounts receivable and payable balances are typically effected on normal com- 
mercial terms. 

From time to time, the Company makes advances to officers and employees to assist them in the purchase of houses. The balance 
outstanding from officers at July 31, 2000 was $0.1 million (1999 — $1.7 million). The current portion of these amounts is included in 


accounts receivable and the balance in other assets. 
18. Commitments and Contingencies 
(a) Operating Leases 


The Company had commitments under operating leases requiring future minimum annual rental payments for the years ending July 31 as follows: 


(Canadian dollars in thousands) 


2001 SP5;085 
2002 ; 2,789 
2003 1,886 
2004 1,126 
2005 656 
Thereafter 941 

S$ 12,483 


oe 


Approximately 32% (1999 — 26%) of these lease commitments represent the Company’s share of commitments of its proportionately 
consolidated jointly controlled entities. 

For the year ended July 31, 2000, payments under operating leases amounted to approximately $5.8 million (1999 — $5.4 million; 
1998 — $3.8 million). 


(b) Purchase Commitments 


The Company has commitments to purchase fixed assets of approximately $16.9 million as at July 31, 2000. 


(c) Corporate Constitution 
The Company's Corporate Constitution requires that a portion of the Company’s profits be distributed or used for certain purposes, including 
but not limited to the following: 
¢ allocation or distribution of 10% of pre-tax profits to employees and/or the Tesma Employee Equity Participation and Profit Sharing 
Program (including the Tesma International Inc. (Canadian) Deferred Profit Sharing Plan (Tesma DPSP) and the Tesma 
International of America, Inc. U.S. Employees’ Deferred Profit Sharing Plan (Tesma U.S. DPSP) forming part thereof); 
* allocation of a minimum of 7% of pre-tax profits to research and development; and 


* payment of dividends to shareholders based on a formula of after-tax profits. 


49 \ Tesma Int 


(d) General 

In the ordinary course of business activities, the Company may be contingently liable for litigation and claims with customers, suppliers 

and former employees. Management believes that adequate provisions have been recorded in the accounts where required. Although it is 
not possible to estimate the extent of potential costs and losses, if any, management believes, but can provide no assurance, that the ultimate 
resolution of such contingencies would not have a material adverse effect on the consolidated financial position of the Company. 


19. Litigation Settlement 

In October 1997, the Company signed a settlement agreement with Stant Manufacturing Inc. (Stant) relating to a July 1997 verdict which 
upheld three U.S. patents owned by Stant. The settlement permits the Company to continue to supply fuel caps for the duration of a pre-exist- 
ing long-term supply contract with an OEM. In 1998, the Company recorded a $9.1 million provision for all costs relating to the settlement of 
which $1.8 million (1999 — $3.7 million) remains accrued. 


20. United States Generally Accepted Accounting Principles 
The Company’ consolidated financial statements are prepared using accounting policies generally accepted in Canada (Canadian GAAP) which 
conform with accounting principles generally accepted in the United States (United States GAAP) except for the following: 


(a) Deferred Taxes 
Under United States GAAP, the income tax provision would be calculated using the liability method of tax allocation accounting. 


(b) Earnings Per Share 

The calculation of basic earnings per share would be calculated using the weighted average number of common shares outstanding during the 
year consistent with Canadian GAAP. However, under United States GAAP the calculation of diluted earnings per share requires the use of the 
treasury stock method to calculate the weighted average number of outstanding shares, if there is a dilutive effect on the assumed exercise of 
stock options. The difference between the number of fully diluted shares outstanding under Canadian GAAP and diluted shares outstanding 
under United States GAAP is entirely attributable to the differing treatment of stock options. 


(c) Financial Instruments 

Under United States GAAP, the Company would not have accounted for the Convertible Series Preferred Shares as part equity and part debt 
based on their three key attributes as required under Canadian GAAP. Under Canadian GAAP, the dividend on the Convertible Series Preferred 
Shares is presented net of an assumed return of capital and the discount on the portion of the Convertible Series Preferred Shares classified as 
debt is amortized to income. Under United States GAAP the entire dividend is presented on the consolidated statements of income and 
because the financial instrument would be recorded at its face value as debt, no amounts would be reflected as a return of capital, nor would 


any discount be amortized to the consolidated statements of income. 


(d) Deferred Preproduction Costs 
Under United States GAAP, the Company would have expensed all preproduction costs as incurred. 


(e) Joint Ventures 

Under United States GAAP, the Company would account for its investment in its jointly controlled entities using the equity method. However, 
a reconciliation from the proportionate consolidation method to the equity method of accounting for the Company’ investment in its jointly 
controlled entities has not been provided as it is not required under United States securities regulations. 


(f) Gains on Translation of Long-Term Debt 
Under United States GAAP, gains and losses arising on the translation of long-term debt, at exchange rates prevailing on the balance sheet date, 
are included in income. Under Canadian GAAP these amounts are deferred and amortized over the term of the debt. 


(g) Surrender of Stock Options 
Under United States GAAP, APB opinion No. 25, when a stock option is repurchased by the Company for a cash payment, the Company must 
record compensation expense. Under Canadian GAAP, the payment is considered a capital transaction and recorded in retained earnings. 


(h) Statements of Income 
The following table presents net income and earnings per share information following United States GAAP: 
(Canadian dollars in thousands, except per share and share figures) 2000 1999 1998 
Net income attributable to Class A Subordinate Voting Shares 
and Class B Shares under Canadian GAAP $ 84,894 $ 52,334 $ 26,778 
Adjustments: 
Deferred preproduction costs = (2,515) (1,790) 
Amortization of deferred preproduction costs 860 430 = 
Unrealized exchange gain on translation of 
foreign denominated long-term debt 23 160 = 
Compensation expense on repurchase of stock options (3,223) = = 
Income tax provision adjustment under the liability rate method 1,644 = = 
Amortization of discount on Convertible Series Preferred Shares = = 1,232 
Return of capital on Convertible Series Preferred Shares = = (1,542) 


Net income attributable to Class A Subordinate Voting 
Shares and Class B Shares under United States GAAP $ 84,198 $ 50,409 $ 24,678 


ee EEE 


Earnings per Class A Subordinate Voting Share or Class B Share 
Basic $ 2.93 $ 1.77 $ 1.05 
Diluted $ 2.87 $ V3 $ 1.00 
en ee ee 
Weighted average number of Class A Subordinate Voting 


Shares and Class B Shares outstanding during the year (in millions) 
Basic 28.8 28.5 23.4 


Diluted 29.3 29.2 29.1 
EE ee ee eee eee eee 


(i) Comprehensive Income 


(Canadian dollars in thousands) 2000 1999 1998 
Net income attributable to Class A Subordinate Voting 

Shares and Class B Shares under United States GAAP $ 84,198 $ 50,409 $ 24,678 
Adjustments: 


Unrealized foreign exchange gains (losses) 
on translation of self-sustaining foreign operations (7,829) (1,925) 4,820 


Comprehensive income attributable to Class A Subordinate 
Voting Shares and Class B Shares under United States GAAP $ 76,369 $ 48,484 $ 29,498 
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(j) Balance Sheet Items 
Under United States GAAP, the Company’s deferred tax liabilities consist of the following temporary differences: 


(Canadian dollars in thousands) 2000 1999 
Tax deferred income $ 13,796 $ 10,876 
Tax depreciation in excess of book depreciation Namur 19,904 
Tax losses (9,621) (10,734) 
Valuation allowance 8,521 8,572 


$ 30,469 $ 28,618 
ne ENE 


The following table presents shareholders’ equity under United States GAAP: 


(Canadian dollars in thousands) 2000 1999 
Class A Subordinate Voting Shares $ 185,437 $ 179,851 
Class B Shares 2,583 2,583 
Retained earnings 186,688 118,204 
Accumulated other comprehensive income (7,783) 46 

$ 366,925 $ 300,684 


———— FO UU OBH 


(k) Stock-Based Compensation 
The Company continues to measure compensation cost related to awards of stock options using the intrinsic value-based method of accounting 
as prescribed by APB Opinion No. 25, “Accounting for Stock Issued to Employees” as permitted by SFAS 123. In this instance, however, under 
SFAS 123 “Accounting for Stock Based Compensation,” the Company is required to make proforma disclosures of net income attributable to 
Class A Subordinate Voting Shares and Class B Shares and basic and diluted earnings per Class A Subordinate Voting Share or Class B Share 
as if the fair value method of accounting had been applied. 

The fair value of the stock options is estimated at the date of grant using the Black Scholes option pricing model with the following 


weighted average assumptions: 


2000 1999 1998 
Risk free interest rate 5.9% 5.6% 5.2% 
Expected dividend yield 2.4% 1.6% 1.3% 
Expected volatility 31% 26% 27% 
Expected life of options (years) 5 5 5 


The Black Scholes option valuation model used by the Company to determine fair values, as well as other currently accepted option 
valuation models were developed for use in estimating the fair value of freely traded options which are fully transferable and have no vesting 
restrictions. In addition, this model requires the input of highly subjective assumptions, including future stock price volatility and expected 
time until exercise. Because the Company’s outstanding stock options have characteristics which are significantly different from those of traded 
options, and because changes in any of the assumptions can materially affect the fair value estimate, in management’s opinion, the existing 
models do not necessarily provide a reliable single measure of the fair value of its stock options. 

Additionally, under SFAS 123 the methodology for calculating compensation expense on stock options surrendered for a cash pay- 
ment requires the Company to exclude the intrinsic value of the stock option immediately before the settlement from the amount of compensa- 


tion cost recognized. 
Accordingly, for purposes of proforma disclosures, the Company’ net income attributable to Class A Subordinate Voting Shares and 


Class B Shares and basic and diluted earnings per Class A Subordinate Voting Share or Class B Share would have been: 


(Canadian dollars in thousands, except per share figures) 2000 1999 1998 
Proforma net income attributable to Class A Subordinate 
Voting Shares and Class B Shares S$ 85,584 $ 49,812 $ 24,194 


Proforma earnings per Class A Subordinate 


Voting Share or Class B Share 
Basic $ 2.98 S 175, $ 1.03 


| Diluted $ 2.92 $ ATA cS 0.98 
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(1) Recently Issued Pronouncements 

Staff Accounting Bulletins issued by the Securities and Exchange Commission represent interpretations and practices followed by the Division 
of Corporate Finance and the Office of the Chief Accountant in administering the disclosure requirements under United States federal securities 
laws. Under Staff Accounting Bulletin 74, the Company is required to disclose certain information related to new accounting standards which 
have not yet been adopted due to delayed effective dates. Specifically, Staff Accounting Bulletin 101 “Revenue Recognition in Financial 
Statements” is effective for fiscal year ending July 31, 2001. SAB 101 summarizes certain views in applying United States GAAP to revenue 
recognition in financial statements. The impact of the application of SAB 101 is currently being reviewed by the Company. 

FASB Statement 133, “Accounting for Derivative Instruments and Hedging Activities”, as amended by FASB Statements 137 and 138, 
is effective for fiscal periods beginning after June 15, 2000. Based on the company’s derivative positions at July 31, 2000 (see Note 12(a)), the 
Company estimates that upon adoption on August 1, 2000 it will record an increase in other comprehensive income from the cumulative effect 
of an accounting change of approximately $2.5 million. The Company has not completed its review of contracts for embedded derivatives. 

Embedded derivatives, if any, will be recorded as assets or liabilities at their fair value at August 1, 2000 and marked to market 
through earnings after August 1, 2000. 


21. Comparative Consolidated Financial Statements 
Certain other comparative figures have been reclassified to conform to the current year’s method of presentation. 


Quarterly Financial Information (unaudited) 


(Canadian dollars in thousands, except per share figures) 


Fiscal 2000 October 31 January 31 April 30 July 31 Total 
Sales $ 279,424 $ 266,834 $ 303,672 $ 277,855 $1,127,785 
Income before income taxes $ 31,382 $ 32,718 $ 38,502 $ 30,985 § 133,587 
Net income $ 19,844 $ 20,709 $ 24,886 §$ 19455 $ 84,894 
Basic earnings per Class A Subordinate Voting Share or Class B Share $ 0.69 $ O37 eS) Olson s> 0:62 3S 2.95 
Fully diluted earnings per Class A Subordinate Voting Share or Class B Share $ 0.66 $ 0.69 #§$ OS3aes 0.65 §$ 2.83 
Fiscal 1999 

Sales $ 204,589 $ 191,214 Se25it aun $ 246,157 $ 893,671 
Income before income taxes $ 19466 $ 17,818 $ 24928 $ 22,273 $ 84,485 
Net income $ 11,838 S Wiese So 15533 $ 13,727 /$ 9S2;334 
Basic earnings per Class A Subordinate Voting Share or Class B Share $ 0.42 = #=$ eer eS 0.54 $ 0.48 $ 1.83 
Fully diluted earnings per Class A Subordinate Voting Share or Class B Share $ 0:40; S$ (Oyeyee 3S 0.525 5S 0.46 $ 1.76 
Fiscal 1998 

Sales $ 153,429 $ 149,390 $ 181,711 $ 161,364 $ 645,894 
Income before income taxes $ 6996 $ 13,342 $ 18966 $ 11,028 $ 50,332 
Net income $ 3,471 $ 8,037 Saitcrs $ 6,873 $ 29,654 
Basic earnings per Class A Subordinate Voting Share or Class B Share $ Ons "S O:Sieees 0.46 = =«$ 0.24 §$ 1.14 
Fully diluted earnings per Class A Subordinate Voting Share or Class B Share $ Obie} § 5 0:29, 75 0.39 $ 0.24 §$ 1.05 
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Nine-Year Financial Summary 


Operations Data 
Years ended July 31st 2000 1999 1998 1997 1996 1995 1994 1993 1992 


(Canadian dollars in thousands, except per share and share figures) 


Sales $ 1,127,785 $ 893,671 $ 645,894 $551,518 $ 455,580 $ 344,908 $ 280,343 $ 223,761 $ 167,667 


Income before litigation settlement, equity losses, 


income taxes and minority interest $ 133,587 $ 84485 $ 59,464 $ 45,717 § 35,287 SupsOONGel Saa3t, 10%. Sim 25283 6 Sune 7.893 


Net income Ss 84,894 $ 52,334 $ 29,654 $ 26,478 $ 19,495 $ 14,807 $ 19,497 $22,278) S$) (6,833 


Net income attributable to Class A Subordinate 


Voting Shares and Class B Shares $ 84894 $ 52,334 $ 26,778 $ 24614 §$ 18539 § 14,807 $ 19,497 $ 22,278 $ 6,833 


Earnings per Class A Subordinate Voting Share or 


Class B Share 


Basic $ 2.95 $ 1.83 $ 1.14 $ 1.31 $ 1.03 $ 1.04 $ ecize Wasi 4S 0.48 
Fully diluted $ 2.83 $ Owe S) 1.05 $ 1StSie BS 0.91 > TOS eens VEST Ups, eS 0.48 
Average number of Class A Subordinate 
Voting Shares and Class B Shares outstanding 
Basic 28,765,586 28,527,248 23,425,123 18,809,515 17,953,055 14,223,900 14,223,900 14,223,900 14,223,900 
Fully diluted 30,208,584 30,118,910 30,016,657 26,604,984 25,124,042 14,450,036 14,223,900 14,223,900 14,223,900 
Cash flow from operating activities $ 147,209 $ 93,778 $ 51,955 $ 31,986 $ 38095 § 29,551 § 23,500 $ 37,822 $ 9,650 
Cash dividends paid per Class-A Subordinate 
Voting Share or Class B Share (1) $ 0.545 $ OSs 022s 0.20 $ 0.15 = = - - 
Financial Position 
As at July 31st 2000 1999 1998 1997 1996 1995 1994 1993 1992 
(Canadian dollars in thousands, except per share amounts and ratios) 
Cash and cash equivalents 
(net of bank indebtedness) $ 92,897 $ 47,964 $ 37,996 $ 68,341 $ 28,641 $37,898 $ (3,022) $ DOSS aa 
Total assets S$” 712:671 $ 607,303 $ 399,331 $ 349,495 $ 258,421 $ 245,798 $ 127,448 $ 101,554 $ 78,009 
Capital expenditures $ 81,947 $ 69669 $ 64,960 $ 48,052 $ 29,175 $ 28,318 $ 15,778 § 7,123 § 2,406 
Long-term debt (excluding current portion) $ 74,990 $ 82,340 $ 14,019 $ 13,358 $ 15,934 $ 20,230 S$ 34.448 $48,183 5 59,064 
Convertible Series Preferred Shares = Se = SOM Ot uS 664-055) 055 61,067, = - - 
Shareholders’ equity (deficit) $ 367,205 $ 303,489 $ 261,473 $ 174,931 $ 83,430 See tentit $ 38,704 $) 2071841 = (15) 
Equity per Class A Subordinate Voting Share 
or Class B Share (2) $ 12.61 $ 10.61 $ 9.17 $ TES OE 4.65 $ 3.99) = = - 
Long-term debt (excluding current portion) 
to total capitalization ratio (3) 0.17:1 0.21:1 0.05:1 0.07:1 0.16:1 0.22:1 0.47:1 0.70:1 1.00:1 


(1) Excluding all dividends paid prior to the completion of Company’ Initial Public Offering in July 1995. 
(2) Numbers prior to the completion of the Company’s Initial Public Offering in July 1995 are not meaningful. 


(3) Total capitalization is the sum of long-term debt (excluding current portion) and shareholders’ equity (deficit). 
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Tesma Shares and Stock Exchange Listings 
The Class A Subordinate Voting Shares of the Company are 
listed on the Toronto Stock Exchange under the symbol TSM.A 
and on the NASDAQ National Market under the symbol TSMA. 
The Company’ Class B Shares are not listed for trading. 

Issued and outstanding shares as at July 31, 2000 were 


as follows: 
¢ Class A Subordinate Voting Shares 14,899,779 
¢ Class B Shares 14,223,900 


The Class A Subordinate Voting Shares carry one vote 
per share, while the Class B Shares carry 10 votes per share. 

As of July 31, 2000 there were 137 registered holders of 
Class A Subordinate Voting Shares. 

Magna International Inc. owns, directly and indirectly, 
all Class B Shares carrying approximately 90.5% of the total 
votes attaching to all outstanding shares of the Company. 


Distribution of Shares 


Country % 


Canada 98.50 
United States 1.45 
Other 0.05 
Dividends 


The Company pays cash dividends on a quarterly basis upon 
declaration by the Board of Directors. Each of the Class A 
Subordinate Voting Shares and Class B Shares participate 
equally as to dividends. The current quarterly dividend rate is 
$0.16 per share. Dividends are paid on or about the 15th of 
October, January, April and July in each fiscal year with a 
record date on or about the last business day of September, 
December, March and June. 


vPayment of Dividends to Non-Residents 
Shareholders with addresses of record in the United States 
receive dividends in U.S. funds. The dividend amount is con- 
verted at the Bank of Canada noon rate of exchange on the 
record date. All other non-resident shareholders may elect to 
receive dividends in U.S. or Canadian funds. In all cases, the 
applicable Canadian withholding tax is deducted. 


Registrar and Transfer Agent 

Canada 

Class A: Montreal Trust Company of Canada, 
Toronto, Ontario, Canada 

U.S.A. E 
Class A: Computershare Trust Company, 

New York, New York, U.S. 


Principal Bankers 


Canadian Imperial Bank of Commerce, Toronto, Canada 


Auditors 
Ernst & Young LLP, Toronto, Canada 


Corporate Governance 

A report on the Company’s corporate governance practices 
is included in the management information circular and 
proxy statement enclosed with the Annual Report mailed 
to shareholders. 


AIF/Form 40-F 

The Company files an Annual Information Form with Canadian 
Provincial securities regulators and a Report on Form 40-F with 
the U.S. Securities and Exchange Commission. Copies of these 
documents are available to shareholders, free of charge, upon 
written request to the Company. 


Shareholder Account Inquires 

The Montreal Trust Company of Canada operates an 
information service for inquiries regarding changes 
of address, stock transfers, registered shareholdings, 
dividends and lost certificates, which can be reached 
by dialing (416) 981-9633 / toll free 1-800-663-9097 
or by e-mail at fag@montrealtrust.com. 

The Computershare Trust Company in the U.S. also 
offers an information service which can be reached by calling 
(303) 984-4100, by fax at (303) 986-2444 or by mail at: 
PO. Box 1596, Denver, CO, 80201-1596. 


Annual Meeting of Shareholders 

Tuesday, November 28, 2000, 11:00 a.m. 

Royal York Hotel, 2nd Floor Ballroom 

100 Front Street West, Toronto, Ontario, Canada 


Investor Information 
Registered shareholders of the Company and non-registered 
shareholders on our supplementary mailing list automatically 
receive Tesma’s Annual and Quarterly Reports. If you wish to 
be placed on our supplementary mailing list, please contact 
Lynn Lewochko at: 

PO. Box 895, Maple, Ontario, Canada L6A 1S8 

Telephone: (905) 669-7360 

Facsimile: (905) 738-1248 

E-mail: lynn.lewochko@tesma.com 


For additional information regarding the Company, please 
contact Anthony E. Dobranowski, Executive Vice President 
& Chief Financial Officer at: 

PO. Box 895, Maple, Ontario, Canada L6A 158 

Telephone: (905) 669-7355 

Facsimile: (905) 738-1248 


E-mail: tony.dobranowski@tesma.com 


Board of Directors 


Donald J. Walker™®©) 
President & Chief Executive Officer 
Magna International Inc. 


Manfred Ging] 
President & Chief Executive Officer 


Tesma International Inc. 


Georg Grammer 
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Professor of Law, Harvard Law School 
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Robert K. Rae“ 
Partner 
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Frank Stronach 
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Judson D. Whiteside 
Chairman & Chief Executive Officer 
Miller Thomson LLP 
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Officers 
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President & Chief Executive Officer 


Anthony E. Dobranowski 
Executive Vice President & Chief Financial Ofcer 


David J. Carroll 
Vice President 
Planning & Corporate Development 


Pasquale Cerullo 
Vice President 
Sales & Marketing 


James L. Moulds 
Vice President 


Finance & Controller 


Stefan T. Proniuk 
Vice President 
Secretary & General Counsel 


Karl H. Steinbauer 
Vice President 
Operations 


Printed in Canada 


Design: Leapfrog Design Group Inc. 


Corporate [ntormation 


Corporate Office Locations 
99 Ortona Court 

Concord, Ontario, Canada L4K 3M3 
Telephone: (905) 669-5444 

Facsimile: (905) 738-4888 


Sales Office Locations 
Canada 


Tesma International Inc. 


99 Ortona Court 


Concord, Ontario, Canada L4¢K 3M3 
Telephone: (905) 669-5444 
Facsimile: (905) 738-4888 


United States 

Mimco Inc. 

26400 Lahser Road, Suite 225 
Southfield, Michigan, U.S. 48034 
Telephone: (248) 353-5548 
Facsimile: (248) 353-4145 


European Union 


Tesma Motoren-und Getriebetechnik Ges.m.b.H. 


Tesma Allee 1, 8261 Sinabelkirchen, Austria 
Telephone: 011-43-3118-20550 
Facsimile: 011-43-3118-2055111 


Tesma Europa GmbH 
Industriestrasse 23, D-41516, 
Grevenbroich-Kapellen, Germany 
Telephone: 011-49-2182-82600 
Facsimile: 01 1-49-2182-10348 


800 Tesma Way 

Concord, Ontario, Canada L4K 5C2 
Telephone: (905) 303-2300 
Facsimile: (905) 303-9792 


South Korea 

HAC Corporation 

4F Mosan Building, 14-4, Yangjae-dong 
Seocho-Gu, Seoul, Korea 137-130 
Telephone: 011-82-2-571-9350 
Facsimile: 011-82-2-571-9355 


Japan 

Tesma International Tokyo Office 

Uchikanda ST Building, 2F 3-24-3, Uchikanda 
Chiyoda-Ku, Tokyo 101-0047, Japan 
Telephone: 011-81-3-5289-4000 

Facsimile: 01 1-81-3-5289-4005 


United Kingdom 

Tesma International 

Suite 2, Melville House, High Street 

Great Dunmow, Essex, England CM6 1AP 
Telephone: 011-44-1371-875-333 
Facsimile: 011-44-1371-875-151 


99 Ortona Court 


Concord, Ontar 0, C 
Telephone: ( 


Facsimil 


